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Motor Truck saa 


By FRANK W. MARSH 


I: MIGHT BE SAID that the truck- 


ing industry was born of World 
War I and came of age in 1935 
with the advent of Federal regula- 
tion—at least insofar as carriers-for- 
hire are concerned. The tremen- 
dous expansion of the automotive 
industry in the 20’s coincided with 


ery. These factors presented busi- 
ness with the advantage of lowered 
inventories and corresponding ra- 
pidity of turnover. In the early 
stages, the railroads rather wel- 
comed the new development and 
certainly did not evidence any fear 
of the competition. Truckmen at 
the time were primarily dealing in 
less-than-carload lots, a class of 
freight not then considered by the 
; ; railroads economical to handle. In 
The euthor—Mr. Marsh has been whh the 1030, for example, the American 
Phoenix Insur ( an) his 

graduation from college in . has Railway Association stated that 
specialized in fire and marine duties in the 7 . s 
home office and in the field. In 1946, he less ~ than - carload freight consti- 
was recalled to Hartford from the Phila- sco . pe 

delphia office where he had been since 1937 tuted 2.57 percent of total tonnage 


A ine secretary, his rsent si- ~ 
= e marine secretary, h present posi used, 296.5 percent of all cars load- 


a very extensive road-building pro- 
gram which gave impetus to inter- 
city movements and enabled truck- 
ers to capitalize on the flexibility 
of their door-to-door service and 
their accompanying prompt deliv- 
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ed and was responsible for 23.8 
percent of all loss and damage 
claims. 

The railroads, of course, have 
since changed their views and have 
instituted their own pick-up and 
delivery service, but they have 
been unable to overcome the nat- 
ural advantage of the motor truck 
on certain classes of freight and 
types of service. Gross revenues for 
all motor carriers-for-hire reached 
almost four billion dollars in 1950, 
a figure approximately equal to 40 
percent of the gross revenues of all 
Class 1 railroads. As recently as 
1939, this relationship was only 20 
percent. The stature of this rela- 
tively new industry is further re- 
flected in the premium figures for 
cargo insurance alone, which 
amounted to some thirty million 
dollars in 1951. 


GROWING PAINs 

The present prominent position 
of the carrier-for-hire segment of 
the trucking industry, however, was 
not achieved without severe grow- 
ing pains. In the early years of 
growth, conditions were highly un- 
satisfactory and the relationship 
between shippers and carriers more 
often than not was ill-defined and 
undependable. Thousands entered 
the business with no more of an in- 
vestment than the cost of a second- 
hand truck. Rates were the subject 
of individual bargaining, and claims 
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for loss or damage to cargo were 
frequently ignored. Most truckers 
tried to limit their liability to $50 
per shipment or some similar nomi- 
nal sum. There was no uniformity 
in shipping receipts and the re- 
sponsibility of the carrier was often 
difficult to determine. Some of the 
states attempted regulation with 
varying success. 

In 1935, Congress passed the 
Motor Carrier Act as an amend- 
ment to the Interstate Commerce 
Act. Carriers-for-hire engaged in 
interstate commerce were defined 
as contract carriers or common car- 
riers. The former, upon successful 
application, were allowed to enter 
into special agreements with cer- 
tain designated shippers outlining 
the extent of their liability, the na- 
ture of the services to be performed 
and the charges to be levied. All 
such contracts had to be filed with 
the Interstate Commerce Commis- 
sion. Common carriers, dealing 
with all shippers indiscriminately, 
were placed upon the same footing 
as the railroads and made fully re- 
sponsible for all loss or damage 
with the exception of events be- 
yond their control, such as acts of 
God. Uniform tariffs had to be pub- 
lished, standard bills of lading is- 
sued, and any limitation of liabil- 
ity had to receive the specific ap- 
proval of the Commissioner which, 
if granted, carried with it a dif- 
ferential in rate. Minimum amounts 
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of insurance on cargo were re- 
quired, subject to conditions which 
will be touched upon later. Most 
of the states have since enacted 
similar legislation as respects intra- 
state carriers. 

Under such circumstances of en- 
forced responsibility, the producer’s 
problem has become one of selling 
his services rather than persuading 
the carrier to purchase protection. 
This means analysis of operations, 
preparation of adequate coverage, 
procurement of equitable rates and 
continuing assistance in loss pre- 
vention efforts. 

It should be noted, first of all, 
that this class of business is not 
under the jurisdiction of any bu- 
reau. Rates and forms vary accord- 
ing to individual companies, al- 
though experience over the years 
has produced a marked similarity 
of treatment, sufficient to justify 
generalized comments. 

Motor truck cargo policies do 
not insure the property itself, but 
cover the legal liability of the as- 
sured as a carrier. Furthermore, 
such policies do not contemplate 
the entire scope of a carrier’s lia- 
bility which, as noted above, is 
practically all-embracive. Instead, 
the perils are usually specified and 
those most commonly encountered 
are fire, collision, overturn, col- 
lapse of bridges and the stranding, 
sinking, burning and or collision of 
any regular ferry including general 
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average and or salvage charges. 
Theft is also included, but custom- 
arily added by endorsement and 
hedged about with restrictions de- 
pending upon the nature of the 
assured’s operations. Usually there 
is a special limit applicable to theft 
of so-called “hot” commodities such 
as liquor, tobacco products, furs, 


Frank W. Marsh 


textiles, shoes, tires and tubes, etc. 
If an assured’s operations make 
such limitations impractical, neces- 
sary theft coverage is granted sub- 
ject to special warranties or pro- 
visions pertaining to additional 
men on the truck or the installation 
and maintenance of an automatic 
alarm system. The latter device can 
be arranged to operate beyond the 
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control of the driver, thus prevent- 
ing collusion, and it sets off a very 
loud siren which cannot be shut 
off at the scene by thieves or hi- 
jackers. It is considered by under- 
writers to be the best practical 
solution to the problem of theft 
from vehicles of high-valued, sus- 
ceptible commodities. 


ADDITIONAL PERILS 
Among the additional _ perils 
sometimes insured against are flood 
and windstorm, but in that connec- 
tion it is important to keep in mind 
that regardless of the peril named 
the contract attaches only to the 
extent of the assured’s legal lia- 
bility which, in the case of such 
acts of God, arises only in the event 
of failure to take reasonable meas- 
ures to safeguard the property or 
remove it from the scene of im- 
pending disaster. 

Occasionally policies are written 
on an “all-risk” basis subject to 
suitable exclusions, but such pro- 
tection is always accompanied by 
a sizable deductible thus obliging 
the assured to absorb the large 
number of run-of-mine claims and 


preserving the incentive to careful 


management. 

Policies customarily exclude such 
property as accounts, bills, cur- 
rency, deeds, evidences of debt, 
money, notes, securities, jewelry or 
other similar valuables. As respects 
paintings and other art objects, 
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coverage is normally limited to 
total loss conditions. Livestock is 
usually insured only in the event 
of death caused by or made neces- 
sary in consequence of an insured 
peril. Eggs are also singled out for 
special treatment with coverage 
limited to a percentage of the ve- 
hicle limit and attaching only in 
the event of a loss reaching, say, 
50 percent of the value of each 
shipping package. As to perils, 
there is a war exclusion and an ex- 
clusion of delay whether or not 
resulting from a peril insured 
against. The insured peril of col- 
lision is also modified by excluding 
collision of the load with another 
object unless the carrying vehicle 
also collides with the object. Fre- 
quently, projecting cargo is dam- 
aged by collision in underpasses 
due to inadequate clearance, and it 
is felt that such accidents are com- 
pletely within the control of the 
driver and should not be passed on 
to the insurance company. 

Basically, the policy attaches 
“while loaded for shipment on and/ 
or in transit in or on” the vehicles 
described, so it becomes important 
to determine the terminals or other 
locations where the assured may 
have occasion to hold cargo un- 
loaded pending re-shipment or de- 
livery and extend the policy to 
protect that exposure. 

The policy attaches only as re- 
spects described vehicles. In the 
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Trucking has come of age 


case of small operators, with per- 
haps five or ten trucks, this usually 
means scheduling of the equipment 
with identifying serial and motor 
numbers and with specific limits of 
liability applying to each one. Pro- 
vision is made for substitution of 
other vehicles subject to notice to 
the company in writing within 72 
hours. This procedure becomes a 
bit impractical with larger fleets 


and coverage is then made blanket 
as to all vehicles owned and oper- 
ated by the assured. Here again, 
the assured’s operations should be 
analyzed to determine proper cov- 
erage. Usually hired vehicles should 
be included. Sometimes an assured 
will turn trailers over to independ- 


ent operators of tractors and the 
phrase “owned and operated by 


the assured” may need to be 
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changed to “owned or operated.” 

Truckers acting as common car- 
riers operate under a_ franchise 
from the ICC which limits the ter- 
ritory which they are permitted to 
serve. This creates exchange of 
freight with connecting carriers. 
When the movement crosses lines 
thus established, the connecting 
carrier is, of course, responsible to 
the assured for loss or damage oc- 
curring while the cargo is in its 
possession, but this does not relieve 
the assured from primary responsi- 
bility under its through bill of lad- 
ing. Accordingly, some assureds 
desire to have the policy extended 
to cover such shipments on a con- 
tingent basis while in the hands of 
connecting carriers in the event 
they are obliged to pay for loss or 
damage and fail to secure reim- 
bursement from the trucker re- 
sponsible. 

Inter-change of freight is some- 
times accomplished by lease agree- 
ments under which the originating 
carrier, in effect, is able to extend 
operations beyond the limits of its 
franchise. Such agreements should 
be carefully studied to determine 
respective responsibilities with par- 
ticular reference to obligations on 
the part of either party to provide 
insurance. Another item of impor- 
tance in terms of policy coverage 
is the 100 percent coinsurance 
clause which is customarily in- 
cluded. It applies not only as re- 
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spects the individual vehicle limit, 
but also as to terminals where the 
value of property held unloaded 
will fluctuate widely and frequent- 
ly reach very sizable proportions. 

It is, of course, uneconomical to 
purchase high vehicle limits in or- 
der to provide for the occasional 
high-valued load. An analysis of 
the assured’s operations may show, 
for example, that a vehicle limit of 
$25,000 will be adequate for 90 
percent of the shipments or more. 
In such cases it is possible to pro- 
vide a basic policy limit of $25,000 
and include in the form a provi- 
sion for automatic protection for 
such additional limits as may some- 
times be required subject to no- 
tice prior to shipment and payment 
of additional premium based on 
values exposed for the particular 
trip. The assured therefore knows 
that adequate protection is auto- 
matically available and what it will 
cost. A simple phone call to the 
local agent prior to the particular 
trip shipment suffices to bind the 
transaction. 


FURTHER PROVISION 


One further provision of cover- 
age is perhaps worthy of note. 
Most companies have in their basic 
policies a provision reading some- 
what as follows: “This policy does 
not insure the legal liability of the 
assured if at the time of loss there 
is any other insurance (excepting 
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such insurance as may be arranged 
by the shipper or consignee) which 
would attach if this insuranee had 
not been effected. Warranted no 
other insurance, whether excess or 
participating, will be carried by 
the assured upon the liability cov- 
ered hereunder.” No attempt, there- 
fore, to provide higher limits 
through accumulation of two or 
more policies in different compa- 
nies should be made without the 
specific consent of all concerned 
in the form of endorsements to the 
respective contracts. 

Also of passing interest is the 
valuation clause which usually lim- 
its recovery to the actual cash value 
of merchandise at point of ship- 
ment on date of loss. Normally, no 


provision is made for the assured’s 
freight charges, and accordingly 
they are not admitted as part of 
the claim even to the extent earned 
at time and place of loss. Arrange- 
ments for such protection can be 
made by endorsement if desired. 


MANDATORY ENDORSEMENTS 


Any discussion of the policy 
form would be incomplete without 
reference to the mandatory en- 
dorsements of the ICC and many 
of the states. The ICC requires 
minimum insurance of $1,000 on 
any one load and $2,000 as respects 
loss or damage at any one time 
or place. The stipulated endorse- 
ment makes the insurance com- 
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pany liable to the full extent of the 
carrier’s liability regardless of any 
limiting conditions otherwise set 
forth in the policy. In return, the 
company is entitled to reimburse- 
ment from the carrier for any losses 
paid which would not have been 
recoverable under the cargo con- 
tract in the absence of this endorse- 
ment. In practice, of course, the 
endorsement is not involved unless 
the assured is unable to pay and, 
as bankruptcy usually promptly en- 
sues, the company finds itself after 
payment just another of the general 
creditors of the defunct concern. 
At first glance the limits of liability 
seem quite modest but in cases of 
financial difficulty the company is 
always confronted with an ex- 
tremely large accumulation of small 
claims, each within the prescribed 
limits, but sometimes reaching a 
total of several hundred thousand 
dollars. When a carrier is hard 
pressed for cash the usual first step 
is to withhold payment of O.S. and 
D.’s_ (overages, shortages and 
damages). Individually they are 
not large enough, as a rule, to jus- 
tify immediate legal action on the 
part of shippers, hence the pos- 
sibility of accumulation over a pe- 
riod of months before eventual in- 
solvency. 

The company receives no addi- 
tional premium for what amounts 
to a financial guarantee and pro- 
ducers should not be surprised 
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when insurance companies insist 
upon submission of a_ financial 
statement before attachment of 
the endorsement and certification 
thereof to the ICC. State require- 
ments vary, but they usually follow 
the pattern of the ICC and, from 
the company point of view, the end 
result is the same. 


DEVELOPING PREMIUM 


There are two methods of de- 
veloping premium on motor truck 
cargo policies. In the case of the 
smaller operators whose vehicles 
are scheduled, as noted above, 
rates are applied against the in- 
dividual vehicle limits (and also 
any terminal limits which may be 
involved) and a flat annual premi- 
um calculated. While vehicle rates 
are not uniform as between com- 
panies, they do follow a rather 
close pattern and are usually ap- 
plied in descending brackets by 
amounts of liability whereby the 
average rate per $100 decreases as 
the vehicle limit increases. In rat- 
ing terminals it is customary to use 
a percentage of the published fire 
contents rate in recognition of the 
fact that the average 
considerably less than the limit re- 


exposure is 


quired to cover peak accumula- 
tions. To this figure, a loading is 
added to reflect any additional per- 
ils which are applicable such as 
theft or burglary. 

On the larger risks it is custom- 
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ary to use a monthly reporting 
form and to develop a rate in terms 
of the assured’s gross receipts. 
Properly applied, this is advantage- 
ous both to the assured and to the 
company as premium is developed 
in direct ratio to the over-the-road 
exposure. These gross receipts rates 
contain a large element of judg- 
ment and are greatly influenced by 
the assured’s loss experience. Many 
underwriters prefer to analyze an 
account by first applying their nor- 
mal vehicle rates in terms of limits 
of liability for all units involved 
and then dividing the resulting to- 
tal premium by the anticipated an- 
nual gross receipts to establish a 
theoretical gross receipts rate. The 
account is then further reviewed 
as to management (including ve- 
hicle maintenance and safety meas- 
ures), nature of operations (types 
of commodities, length of haul, ter- 
rain covered), and loss experience. 
The formula rate is adjusted ac- 
cordingly. 

There is one school of thought 
which feels that terminal liability 
should be subject to a separate 
fixed annual charge with the gross 
receipts rate applying only to the 
The pre- 
dominant hazard at terminals, of 
course, is fire and there is no good 
reason for subjecting published tar- 
iffs to judgment and the possible 
wide fluctuations of loss experi- 
It is also possible for large 


over-the-road exposure. 


ence, 
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values to accumulate at terminals 
during strikes while the assured’s 
receipts dwindle or vanish and the 
company’s premium return suffers 


accordingly. 

One thing to keep in mind is 
that the lowest quotation isn’t al- 
ways the best one from the as- 
sured’s standpoint. The best man- 
aged trucking concerns realize that 
their cargo insurance should pref- 
erably be a long-term arrangement 
with a reputable insurance com- 
pany so that reserves can be ac- 
cumulated in good years against 
the occasional disaster and a rate 
equitable to both parties hammer- 
ed out on the anvil of experience. 
Cut rates do not last long in the 
face of adversity and frequent 
changes of insurance carriers tend 
to develop a poor reputation for 
the market. One 
device for equitable rate adjust- 
ment which is sometimes encoun- 
tered with large fleets is the loss 


assured in the 


experience endorsement which au- 
tomatically increases or decreases 
the original base rate to stipulated 
figures in terms of the actual loss 
ratio for the 12 months preceding 
each anniversary. Such adjustments 
are usually subject to maximum 
and minimum rates so that the as- 
sured’s will remain within 
reason and the company can count 
on a minimum premium income. 
We have had a brief look at cov- 
erage and rates. In the last analysis 


costs 


both are dependent upon the suc- 
cess of loss prevention efforts. It is 
here that the alert producer can 
make his greatest contribution and 
not only secure an account but re- 
tain it in the face of severe com- 
petition. The ICC, of course, has 
established certain safety regula- 
tions which have been helpful but 
much remains to be done with the 
individual risk. 


SAFETY PROGRAMS 


Safety programs should be in- 
stituted to encourage better driv- 
ing habits, and a system of rewards 
will help not only to secure direct 
results but to create a pride of ac- 
complishment which will be bene- 
ficial to general morale. Such pro- 
grams should include emphasis on 
adequate maintenance of physical 
equipment and provision for rest 
stops, driver relief and proper 
scheduling of runs. Automatic trip 
recorders will police the regula- 
tions adopted. Any insurance com- 
pany will gladly collaborate in 
working out the details. 

“Safety” gasoline tanks should 
be installed to minimize the 
hazard of fire following collision 
and devices for “cut- 
ting” the ignition in the event 
of overturn should be considered. 

Terminals constitute a 


automatic 


serious 
exposure to fire catastrophe loss. 
Combustible materials crowded 
into very large, single fire areas 
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present a severe problem to the 
local fire department. Here again, 
the engineering services of the in- 
surance company will be gladly 
extended. 

Theft probably constitutes the 
most frequent cause of loss. Insofar 
as terminals are concerned, this 
calls for careful checking in and 
out of cargo, employment of watch- 
men, and perhaps other safeguards 
depending upon the particular ex- 
posure. We have previously com- 
mented on automatic alarms for 
vehicles where high-valued and 
susceptible commodities are in- 
volved. 

No two risks are exactly alike 
and appropriate measures will vary 
accordingly. It should be remem- 
bered, however, that the trucker 


operates on a relatively narrow 
margin or profit and his costs, in- 
cluding insurance, must be care- 
fully controlled. Loss prevention 
work is eventually reflected in his 
insurance premiums and should be 
regarded as a fundamental of 
sound management. The long term 
level of loss and damage claims is 
more important then the particular 
cargo rate of today. 

Cargo insurance presents a chal- 
lenge to the producer. Competition 
is keen as premiums are frequently 
quite large and collateral lines are 
usually involved. Intelligent analysis 
of risk, careful negotiation of con- 
tract and continuing study of 
operations are all essential if the 
account is to be secured and re- 
tained. 


A rabbit heard a cry for help and found a 
frog struggling in a deep hole. “What’s the 
trouble?” asked the rabbit. 

“I can’t get out,” wailed the frog. 

“I will run and get a ladder,” the rabbit 


promised. 


When he returned with the ladder, however, 
he found the frog sitting near the hole. “I 
thought you couldn’t get out,” he said. 

“I couldn't,” the frog replied, “but a snake 
crawled in and I had to.” 


—Employers’ Pioneer 








Usable Ideas for Today 


TRICKS OF THE TRADE 

An agent just starting in business 
has had great success in getting the 
people of his community to visit his 
office. His method? Whenever any 
local group puts on a play, has a 
sports event, sponsors an activity, he 
offers to have the tickets on sale at 
his agency. 

Asked how he got so many com- 
mercial accounts on his books, an- 
other agent replied, “I never over- 
look the little guy. The office boy? He 
may be a big wheel in the company 
some day. The secretary? Many a boss 
takes a tip from his secretary. Some 
salesmen consider these folks small 
fry, but by treating them right, they’re 
on my sales force and I don’t have to 
pay them a salary.” 

—The Marylander 
: i #£ 
Keep Ir SIMPLE 

Principal sum, capital sum, reim- 
bursement, indemnify, peril and haz- 
ard are words with peculiar meaning 
to the insurance business. 

Speak in insurance jargon to the 
man-on-the-street, whose estimated vo- 


cabulary is 1800 words, and you'll be 
talking to one of the most thoroughly 
confused mortals who ever heard a 
sales talk. 

The key to successful selling is sim- 
plicity. Both you and your competitor 
are selling the same form of insurance 
and usually under the same policy. 
Other factors being near equal, the 
man who makes the sale will be the 
one who can, and does, explain in 
clear, concise terms the policy he is 
selling. 

Using a few extra words to explain 
technical insurance terms may help 
you make a sale. 

For example, when explaining prin- 
cipal sum payment say to your pros- 
pect, “In case you accidentally die, 
the insurance compiny will pay your 
wife (or other beneficiary) $10,000.00 
(or the amount for which the policy 
is written).” Explain dismemberment 
schedules in terms of hands and feet, 
not in terms of “extremities.” 

Trade jargon should be kept within 
the trade; outside its particular field 
it is useless. 

—Cravens Dargan Review 
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Spruce Up 

If I were a young man beginning 
a selling career, I would shave every 
morning. If I had shaved the night be- 
fore, I would shave again the next 
morning before going to work. 

I would get my hair cut short every 
two weeks. 

I would own at least 10 white shirts 
and wear a fresh one every day. 

I would own two ready-made suits 
and insist upon being properly fitted. 
I would wear my best suits to work. 
I wouldn’t save them for social occa- 
sions. I would keep them cleaned and 
pressed. 

I would try to convince my wife 
that the family’s present sacrifices for 
me would pay future dividends. If I 
am to sell for my living and theirs, my 
family should give me the oppor- 
tunity to make the best possible use of 
what talent I may have. The family’s 
stake in my future is as big as my own. 

If I were sincere and neat, my pros- 
pects would forgive any lack of self- 
confidence. In fact, they would help 
me to attain it. 

And when I did get my self-confi- 
dence, I would be on my way and I 
would start investing my earnings in 
my family. But I would never forget 
that a salesman is like an automobile. 
He performs best when he is shined 
up, inside and out. 

—The General Agent 
. ¥ 
Reat HeELp 

The patient in the gleaming white 
hospital bed has been your lifelong 
friend. Now as you look at him (he 
has been the victim of a bad acci- 
dent), you swallow hard and try to 
manage a smile. “Well, Joe, old man,” 
you mumble, “you still look pretty 
good to me. If there is anything I can 


do, just say the word. And do I mean 
anything.” 

Chances are, he will give you some 
such reply as, “Thanks, Bill, but 
there’s nothing I need. Thanks, any- 
way.” 

But what if he hadn’t rejected your 
offer? What if he had said, “Bill, I 
knew you'd be around and you can 
help me a lot. You know I won't be 
drawing my $75 a week salary for 
awhile, so I wish you’d send Helen 
$50 a week until I get back on the 
job.” 

Now remember, you have already 
promised to do anything. 

Brother, you’re on the spot 

But you needn't have been. You 
could have let Joe buy a disability 
policy from you. Then when you 
heard the grim news about him, you 
could have phoned his wife somewhat 
as follows: 

“Hello, Helen. Now don’t worry. 
Joe carries accident insurance with 
me, and as long as he is down you'll 
get $50 a week; in addition, his in- 
surance pays all hospital and medical 
bills up to $1,000. Yes, I’ve already 
called the company and reported the 
accident. And I’ve talked to the doc- 
tor; he says Joe will be all right. 
What’s that? You're relieved? Why 
sure, Helen, sure you are!” 

—Fireman’s Fund Record 
ee «€ 
EXPLAIN THE LIMITS 

It is a good idea to tell your client 
at the time he buys exactly what he 
can expect if a claim should arise 
against his liability policy, because 
when it comes to settling a claim, the 
amount of the settlement will depend 
on the limit of liability for that par- 
ticular kind of policy. 

—The Employer's Pioneer 





LL FORECASTS indicate that con- 
A struction business will con- 
tinue at a boom level in 1953. The 
last three years have successively 
broken all previous records. Some 
15. billion dollars of contract 
awards were made in 1952, and 


every major type of construction, 


with the possible exception of 
Atomic Energy Commission work 
and private industrial building, is 
expected to exceed that record in 
1953. Contract bonds are required 
on all construction work almost 
without exception. It is expected 
that the volume in 1953 will con- 
siderably exceed the 1952 record. 

The outlook for highway awards 
is for a 25 percent boost over 1952. 
Bridge contracts should be up 
about 21 percent. Sewerage work 
should be up about 15 percent. 


The autheoy—Mr. Laird is assistant secretary 
of the indemnity Insurance Company of 
North America. He has been in charge of the 
surciy department since 1934, having pre- 
viously been with the National Surety Co., 
the Union Indemnity Co. and the Employers 
Group. 


These days you don’t have fo 
go far to see plenty of build- 
ing and construction work. 
And that means bond business 
— for the agent who knows 
how to get it 





Public buildings are expected to 
show an increase of about 7 per- 
cent. The expected volume in these 
classes will approach the ten billion 
dollar mark, and it should be ap- 
parent that premiums for bonds 
covering the construction of this 
work will reach an all time high. 
This optimistic outlook is not 
confined solely to 1953. Statistics 
compiled by Engineering News- 
Record indicate a backlog of pro- 
posed construction in the near fu- 
ture aggregating over 68 billion 
dollars, of which over 41 billion 
dollars will be public construction 
work which will require bonds. 
Last June, the President’s Materials 
Policy Commission submitted a re- 
port on the country’s resource out- 
look for the quarter century 1950- 
1975. That report estimated that 
the actual physical volume of 
building construction in the 1970's 
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may well run 85 percent higher 
than 1950. It is important to re- 
member that this increase is not 
the forecast of the dollar volume of 
construction, but the actual physi- 
cal forecast volume of construction. 
The increase in dollars may exceed 
the physical volume increase by a 
considerable margin. The over-all 
forecast of the Commission was 
that the U. S. economy will be 
doubled in the next 25 years, and 
this carries with it, the promise of 
a 25 year boom in construction 
needed to handle this development. 
Producers who are willing to 
devote some little effort in develop- 
ing contract bond business will be 
well repaid with a volume of busi- 
ness, attractive both to the pro- 
ducer and to the company. The 
premiums are large, as are the 
commissions. Contractors must fur- 
nish bonds on public work. This 
means that the business is created 
by virtue of the requirement of 
bonds made by public bodies. 
There is also a great deal of con- 
tract business available in connec- 
tion with private construction work 
which will be discussed later. 


Two AVENUES 


There are two basic avenues of 
approach in the solicitation of busi- 
ness from contractors. The first and 
most desirable method is to culti- 
vate the friendship of contractors 
in an endeavor to secure their ac- 
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counts. The second method is to 
follow closely advertisements for 
bids on local construction projects 
and to endeavor to secure the 
bonds from the contractors who bid 
on local jobs. There is an increased 
tendency on the part of local au- 
thorities to require that the bonds 
to be furnished by successful bid- 
ders be placed with local agents. 
This latter method, of course, 
should not be overlooked, although 
admittedly business secured this 
way might well be termed “one- 
shot” business. Particular emphasis 
should be placed on the develop- 
ment of business from contractors 
on an account basis as this will pro- 
vide a continuous flow of business 
as the contractor completes his 
work and takes on new jobs. 
Contractors require prompt serv- 
ice in the handling of their bond 
requirements. In order to give this 
service, the producer should always 
endeavor to keep in close contact 
with his contractor clients in order 
to be posted as to jobs which are 
to be bid on or which are contem- 
plated by the contractor. For many 
years surety companies have been 
trying to educate contractors on the 
necessity of giving the producer 
and the company sufficient time to 
intelligently underwrite and ar- 
range such bonds as might be re- 
quired. Unfortunately, it must be 
admitted that not too much prog- 
ress has been made along this line. 
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It seems that more and more sub- 
missions, even including those on 
very large contracts, are made at 
the last minute, and the under- 
writer frequently finds himself in 
the position of having to consider 
risks with a minimum of under- 
writing information and little or 
no time to secure proper infor- 
mation even over the telephone. 
Not infrequently this jeopardizes 
the producer’s ability to place the 
bond, particularly if the contrac- 
tor is a new client to the company. 
It is important to keep in mind that 
the producer cannot furnish too 
much information to the company 
in submitting a contract bond ap- 
plication. The more the company 
knows about the contractor, the 
better are the chances for a prompt 
and favorable decision on sub- 
missions, 

The best way of making sure 
that a contractor can secure a bond 
when he needs one is to have the 
company set a line of credit for the 
contractor. In other words, pre- 
qualify him for contract bonds up 
to certain limits. Each company 
has its own forms of applications, 
financial statements, credit investi- 
gation, etc. Basically, to establish 
a line of credit on behalf of a con- 
tractor, the agent must furnish a 
complete, detailed financial state- 
ment, either on the company’s form 
or by means of a copy of an au- 
dited report prepared by a certified 


CONTRACT BOND OPPORTUNITIES 15 


public accountant. Such audited 
reports should not consist merely 
of a balance sheet, but should be 
complete, including detailed sched- 
ules of assets and liabilities, a profit 
and loss statement and an auditor’s 
report of verification. Incidentally, 
this is the time of the year when 
such reports are available. Most 


Carroll W. Laird 


contractors work on a fiscal year 
basis corresponding to the calen- 
dar year. The December 31st, 1952 
financial reports usually are avail- 
able on or before April 1st, because 
of the filing of income tax returns. 
Now is the time to get those re- 
ports from your contractors. The 
financial report alone is not enough 
to permit the underwriter to pass 
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on a surety line of credit. The un- 
derwriter should be furnished with 
information as to what other work 
the contractor has on hand and the 
status of completion of each job. It 
is also necessary that he be given a 
list of some of the larger con- 
tracts which have been 
fully completed by the contractor 
in the past. The producer should 
also ascertain and report to the 
company, the types of contracts 
which the contractor performs, and 
should endeavor to secure a fairly 
accurate estimate of the largest 
single job which the contractor con- 
templates bidding on within a pe- 
riod of one year and the largest 
aggregate amount of uncompleted 
work which the contractor 
have on hand at any one time. 


success- 


may 


Crepit INVESTIGATIONS 

The company will make its usual 
credit investigation, and the pro- 
ducer can be of great assistance 
and can shorten the time required 
to complete the investigation if he 
himself will conduct a local investi- 
gation and make a report of that 
to the company. The agent usually 
can verify many items in the con- 
tractor’s financial statement, such 
as cash in the bank, estimates and 
retained percentages due on spe- 
cific jobs, either completed or in 
course of construction, and out- 
standing bank loans with informa- 
tion as to how those loans are se- 
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cured. He should also discuss the 
contractor's standing with his bank 
to find out how his obligations are 
met and what, if any, line of credit 
has been established by the bank 
for the contractor. He should also 
talk to local material supply houses 
and, if possible, to sub-contractors 
who customarily work for the gen- 
eral contractor. This latter infor- 
mation is particularly valuable as 
it will show whether the contrac- 
tor is prompt in payment of bills 
and whether he treats his sub-con- 
tractors fairly. Another avenue of 
investigation which is quite impor- 
tant is the checking of the contrac- 
tor’s record of performance with 
architects and engineers who have 
handled or are supervising the con- 
tractor’s jobs. 

With this information, the under- 
writer is in a position to consider 
the contractors bonding require- 
ments and make a decision as to 
the establishment of surety credit 
to meet the contractor’s needs. If 
the decision is favorable, the con- 
tractor and the producer will have 
assurance that when a bond is re- 
quired, no time will be lost and 
the bond may be executed if it 
falls within the credit limit. This 
is the kind of service which con- 
tractors need and require. If you 
can furnish this kind of service, 
your control of the contractor’s 
business will be firmly established 
and you may look forward to a 
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ated a situation in which general 
contractors bid and take on single 
contracts in amounts which were 
frequently unheard of a few years 
ago. For example, a five million 
dollar contract used to be con- 
sidered a large job. Today such 
contracts are almost commonplace, 
and it is not at all unusual to find 
a single building contract, for ex- 
ample, running 15 or 16 million 
dollars or more. 


IMPORTANT PART 


General contractors are realizing 
more and more that sub-contrac- 
tors play an important part in the 
handling of these large jobs. We 
have noticed a tremendous increase 
in the requirement that sub-con- 


tractors furnish bond in favor of 
the general contractor. It is not at 
all unusual to find that some gen- 
eral contractors require bonds from 
all their sub-contractors, as the gen- 
eral contractors realize that if the 
sub-contractor should default and 
should leave unpaid bills, the gen- 
eral contractor may very well be 
in a position of having paid the 
sub-contractor for the work done 
up to the date of default, and hav- 
ing the further obligation of pay- 
ing over again the bills which the 
sub-contractor has failed to meet. 
This means that in addition to the 
bond furnished by the general con- 
tractor to the owner, there fre- 
quently is additional bond busi- 
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ness available on the same _ job 
from the sub-contractors. 

It is important, therefore, to 
keep in touch not only with the 
general contractors but also with 
so called “trades” sub-contractors, 
such as plumbing, heating, ventilat- 
ing and electrical sub-contractors. 
In this connection it should be 
noted that companies generally 
take the position that where they 
are bonding the general contractor 
in favor of the owner, it is not 
prudent for the same company to 
bond the sub-contractors in favor 
of the general contractor. There 
are two reasons for this. First, the 
bond of the sub-contractor protects 
not only the general contractor but 
the general contractor’s surety 
company. Secondly, if a dispute 
arises between the general contrac- 
tor and the sub-contractor, and if 
the same company is acting as 
surety on both bonds, that com- 
pany is caught right in the middle 
of a dispute which might adversely 
affect the relationship of the com- 
pany and the general contractor. 

Another very important source 
of business and one in which pro- 
ducers can do a real selling job, is 
the matter of bonding contractors 
on private jobs. It has been men- 
tioned before that a contract bond 
is almost always a requirement in 
connection with public projects. 
Unfortunately, the percentage of 
private contracts which are bonded 
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is rather small. It is quite natural 
that both producers and companies 
are interested in the development 
of more private contract bonds. 
The growth of this business de- 
pends upon the ability of the pro- 
ducer to sell bond protection to 
private owners and to their archi- 
tects and engineers. 

Bond forms are available today 
for use in connection with private 
work which are very broad in scope 
and which have been approved by 
the American Institute of Archi- 
tects. The newest development 
consists of a performance bond par- 
ticularly designed for private work, 
together with an accompanying 
labor and material or payment 
bond. The performance bond, of 
course, is designed to hold the 
owner harmless from any liens in 
the event of non-performance of 
the contract terms by the contrac- 
tor. A separate labor and material 
bond is for the direct benefit of 
those who have furnished labor or 
materials in connection with the 
construction of the job. These two 
bonds together furnish the same 
type of protection as that required 
by the United States Government 
under the Miller Act. The labor 
and material bond effectively pre- 
vents the filing of liens on the 
project as it gives direct protection 
to labor and the materials’ sup- 
pliers’. 

Space does not permit a detailed 
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explanation of the advantages 
which an owner can secure at a 
very reasonable price for complete 
bonding protection on any job 
which he may award to a contrac- 
tor. Your company service office 
or fieldman is in a position to pre- 
sent to the owner or his architect 
or engineer, the specific advantages 
and protection which bonds afford. 
It is important, therefore, to keep 
in close contact with architects and 
engineers and endeavor to have 
specifications provide for the fur- 
nishing of bonds by the contractor. 
Other lines of business which you 
control from private, commercial 
and industrial firms such as fire 
business will provide you with 
leads when your clients decide to 
award a contract for a building or 
other improvement. The owner, of 
course, should be immediately so- 
licited and advised of the protec- 
tion which he can secure at a very 
low cost by means of the require- 
ment of bonds from the contractor 
to whom the contract is awarded. 


CONSTANT CHANGES 

There are constant changes oc- 
curring in the construction indus- 
try. New contracting firms are 
being organized daily. While it is 
true that the business mortality rate 
among new contracting firms is 
very heavy, it must be remembered 
that some of these new contractors 
are eventually going to become 
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important and large concerns. 
Some of the very best contractor 
clients of producers and compa- 
nies today are those who were 
originally developed by going along 
with promising new small contrac- 
tors. The underwriting of this busi- 
ness is not easy and may very well 
require 
work on the part of the producer 
in developing complete information 
on the financial backing and re- 
sponsibility and the previous expe- 
rience record of the contractor and 
his organization while they were 
with other concerns. It also re- 
quires a continuous follow-up of 
the contractor’s operations on a job 
to job basis. 

Very few 
large as the result of profits de- 
rived from one or two jobs over 
a short period of time. There are 
certain types of contractors who 
would like to take on jobs beyond 
financial re- 


considerable amount of 


contractors become 


their capabilities or 
sponsibility, but it must be ad- 
mitted that surety companies gen- 
erally do not look with favor on 
the furnishing of bonds to such 
contractors. Companies are inter- 
ested in developing new contractor 
accounts if the contractor is will- 
ing to undertake projects in his 
own location and of moderate size 
in relation to his invested capital 


and experience. In other words, 
they want contractors who are will- 
ing to grow slowly, who are willing 
to leave their profits in their com- 
panies and to expand only as they 
develop more working capital and 
more experience. 

One thing which cannot be em- 
phasized too strongly is the re- 
quirement that a new contractor 
maintain an adequate and com- 
plete accounting system so that 
both he and his surety will know 
where he stands at any one time. 
From the contractor’s point of 
view, the cost of a C.P.A. audit and 
accounting controls more than 
pays for itself, and it will make it 
a great deal easier for him to se- 
cure bonds if such records are 
maintained and made available in 
complete detail to the company. 
It may be necessary for the com- 
pany to require a new financial 
statement in connection with each 
new job the small new contractor 
takes on as the company must be 
satisfied that the contractor is han- 
dling his jobs at a profit and is 
not running into financial difficul- 
ties. This, of course, involves work 
on the part of the producer, but it 
is worth while if the contractor is 
of the right type as eventually his 
account will produce a good vol- 
ume of desirable business. 


. 





Court 


Decisions 


LXIII 
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Liability of Storekeeper—A woman 
was accompanying a friend who was 
shopping for automobile seat covers in 
a store. As a pair of seat covers was 
being displayed to them, the woman 
ran her hand over one of them and 
sustained a badly cut finger due to the 


presence of some particles of glass on 
the cover. She brought suit against 
the store for damages for her injury 


and recovered a judgment in the 
amount of $2,333. The judgment was 
affirmed on appeal. (Sears, Roebuck 
& Co. v. Murphy (U. S. 1951) 186 F. 
2d. 8.) 
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Liability to Firemen—The city fire 
department was called to extinguish 
a blaze in a warehouse of a manufac- 
turing plant. After putting out the fire 
a number of firemen entered the ware- 
house to make certain that the fire 
was entirely extinguished. While they 
were in there, a wall of concrete 
blocks, which had been erected in the 
warehouse by the owner of the plant, 
collapsed, killing three firemen and 
injuring another. The injured fireman 
sued the factory owner, claiming that 
its officers and employees knew that 


the wall was unable to withstand 
lateral pressure of any amount and 
that they failed to warn the firemen 
of the danger. The court, holding that 
the defendant had the duty of giving 
warning of the hidden danger, over- 
ruled the defendant’s motion to dis- 
miss the fireman’s complaint. This was 
affirmed on appeal. (Shypulski  v. 
Waldorf Paper Products Co. (Minne- 
sota 1951) 45 N.W. 2nd. 549.) 
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Liability of Building Owner—A man 
and his wife were visiting a tenant in 
an apartment house. During the eve- 
ning the man left the apartment for 
the purpose of going to the toilet 
which he knew was located across the 
hall some eight feet to the right of 
the apartment. Although the hall was 
dark he nevertheless proceeded in the 
direction of the toilet and as he 
groped along the hall he fell into an 
elevator shaft, dropped about nine 
feet and was injured. In his suit 
against the building owner the jury 
returned a verdict in his favor for 
$18,983. The appellate court affirmed 
the judgment. (Huus v. Ringo (North 
Dakota 1951) 47 N.W. 2d. 216.) 





Tue INsuRANCE INSTITUTE OF AMERICA ANNOUNCES NEW 
Courses Unper Its Revisep EpucaTionAL PROGRAM 


N SEPTEMBER 11, 1952, the Insurance Institute of America an- 
O nounced that in the future its educational program would be 
integrated and coordinated with that of the American Institute for Prop- 
erty and Liability Underwriters. The necessary revisions in the program 
were to be prepared as soon as possible although it was agreed to con- 
tinue the old program of the Insurance Institute for two years, especially 
for those who had already partially fulfilled the certificate requirements. 


The revised plan for new students has now been completed and three 
new examinations have been set up to lead to the award of the Insurance 
Institute Certificate. The examinations are: Examination A, General Prin- 
ciples—An Introductory Course; Examination B, The Principles of Fire, 
Marine and Allied Lines Insurance; Examination C, The Principles of 
Casualty Insurance and Surety Bonding. Topical outlines have been 
prepared for each of these examinations. Part A should be covered before 
Parts B and C which may be taken in sequence or concurrently. These 


outlines will serve as a guide to the readings suggested for those who 
wish to prepare for these examinations. They may also be used by teach- 
ers and others who conduct organized classes and study groups covering 
the suggested subject matter. While it is recommended that examinees 
prepare for the examinations by attendance in such organized study 
groups, such attendance is not a prerequisite to the taking of the exam- 
inations. 


In designing this new program, special attention has been given to 
meeting the needs of those persons in the insurance business who wish 
to get a general understanding and appreciation of the nature of the 
institution of insurance and secondly of individuals who wish to dem- 
onstrate they are fitted to take advance work to prepare for the C.P.C.U. 
Part I and II examinations. The examinations for Part A, B and C will be 
given for the first time in May 1953. Registration to take any or all of 
the examinations must be made by April 1. The fee will be $2.50 for 
each examination and must accompany the registration. 


Request for additional information should be addressed to Dr. Harry 
J. Loman, executive vice-president, Insurance Institute of America, 3924 
Walnut Street, Philadelphia 4, Pennsylvania. 
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© How much is this repair job 
worth? Insurance companies 
couldn't always rely on the 
answers they got. So now they 
have an Independent Apprais- 
al Plan to take care of such 
matters 


Independent Appraisal Plan 


HE DAY OF “soak the insurance 
“ca is past if your city 
is one of the more than 50 com- 
munities employing the Independ- 
ent Appraisal Plan for estimating 
automobile damage. 

Anyone who has ever shopped 
around for estimates on repairs of 
his damaged car can tell you about 
getting as many prices as he visited 
places. The familiar question, “Is 
this an insurance case?” more often 
than not meant padded bills when 
answered in the affirmative. Even- 
tually someone had to pay for this 
feather bedding and that someone 
was the public which suffered by 
paying the increased rates resulting 
from zooming automobile repair 
costs. 

Disturbed by the high cost of 
automobile repairs, member com- 
panies of the Association of Casual- 
The euther=in. Woods is the manager of 
this Association’s claims bureau. Possessed 
of an LL.B. from Tulane University and a 
member of the Bar of Louisiana, he is a 


former special agent of the Federal Bureau 
of Investigation. 


By N. MORGAN WOODS 





ty and Surety Companies sought a 
way to plug this drain on their 
finances. A study of the conditions 
which had brought on such high 
costs was made by the claims bu- 
reau of the Association. 

The claims bureau first ap- 
proached the problem with the 
thought of attempting to identify 
the high price garages, and rep- 
resentatives of all member com- 
panies were asked to bring to the 
attention of the claims bureau the 
names of garages they suspected 
of engaging in unethical practices. 
At the same time, the problem was 
studied by the claims bureau ad- 
visory committee and serious con- 
sideration was given to the estab- 
lishment of an automobile division 
or section within the claims bureau. 

It was found that there was a 
wide variety of methods used to 
reach settlements in auto damage. 
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Generally, the companies consid- 
ered all garage owners as honest 
businessmen and dealt with them 
accordingly. Estimates of damage 
to cars in excess of $100 were usu- 
ally checked by adjusters, who also 
were supposed to inspect the actual 
damage. But too often the adjuster 
was not qualified for the job. It 
was not thought necessary to check 
damage estimated to be under 
$100; even if it were, there were 
just too many such cases, and the 
companies had neither the time 
nor the money to such 
checks. Each company handled this 


make 


problem in its own particular way. 
In several places garage appraisers 
had been used and the number of 
these appraisers varied with the 
size of the city where the insurance 
located. Each 
referred 


office 
company 
his business to the appraiser of his 


claim was 


representative 


choice. Some claim managers oper- 
ated on the basis of so-called com- 
petitive estimates, the 
around method. This method was 
not, in fact, always impartial be- 


shopping 


cause of collusion between garages 
in submitting estimates. 


LoosE SYSTEM 


Under this loose system, the in- 
sured car was duck soup for the 
dishonest garageman who figured 
that the big insurance company 
was paying the freight and capital- 
ized upon some claim men’s igno- 
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rance of the auto repair business 
If one insurance company in a lo- 
cality got wise to his practices, he 
could always count on fooling some 
of the other claim men some of the 
time. 

On the other hand, the honest 
garageman suffered for the sins of 
his less ethical brother craftsman. 
Hard feelings often resulted from 
the honest garageman’s resentment 
of the suspicious adjuster’s attempt 
to beat down what he considered 
to be a fair price. The adjuster 
after dealing with a few chislers 
may have unconsciously adopted 
a “they're all thieves” attitude to 
protect his company. In between 
these two warring parties was the 
policyholder who wanted his car 
fixed as soon as possible. 

However, policyholders 
were not above a little chicanery 
on their own. All too frequently, 


some 


they were successful in inducing 
garages to pad their bills to cover 
up the deductible. Often a third 


party claimant saw in an accident 


a chance to make the insurance 
company pay for some old damage 
which existed before the accident. 

Inflation, as well as dishonesty, 
also played its part in increasing 
repair costs, as did the tremendous 
increase in the number of auto- 
mobiles on the road and the result- 
ing large number of accidents. But 
the shocking fact still remained 
that repair costs went up 134 per. 
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cent in the post war years over 
the 1939 price. 

About the same time that the 
claims bureau was making its sur- 
vey, the Pittsburgh Casualty In- 
surance Claim Managers’ Council 
was trying to solve the problem 
of the high cost of automobile re- 
pairs. They decided that an im- 
partial expert was needed in their 
community to appraise auto dam- 
age. 

Deciding to depend upon the 
judgment of an independent busi- 
nessman who knew automobiles in- 
timately, the Pittsburgh Council 
elected to try out the Independent 
Appraisal Plan in 1947. 

The plan was new and different 
at that time. Casualty company 
representatives in Pittsburgh mak- 
ing up the council cooperated in 
sponsoring one individual after in- 
vestigating his qualifications and 
character. They made no guaran- 
tees but advised the independent 
appraiser that, if he would set him- 
self up in business, they would 
refer appraisals to him. The volume 
of these appraisals would depend 
upon how well he did his job. 

Within a short time the plan had 
proved its worth and with the 
Pittsburgh experiment showing 
startling results in reduction of esti- 
mates, the Combined Claims Com- 
mittee of the Association of Casu- 
alty and Surety Companies and the 
National Association of Mutual 


APPRAISAL PLAN 


Casualty Companies in its Decem- 
ber, 1948 meeting endorsed the 
Independent Appraisal Plan and 
urged member companies to sup- 
port the appraisers 
through offices by 
making referrals to them. 

Results of the Plan 


After the Independent Appraisal 


independent 


their branch 


Blackstone Studios 


N. Morgan Woods 


Plan had been adopted by 15 cities, 
the claims. bureau of the Associa- 
tion of Casualty and Surety Com- 
panies made an investigation. Sur- 
veying insurance personnel, inde- 
pendent adjusters, independent re- 
pair shops, dealer garages and at- 
torneys, they found that the plan 
was acceptable to claim managers, 


garage and repair shops. 
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Adoption of the Independent 
Appraisal Plan brought about a 
reduction of 20 to 26 percent in 
the bid price of the low estimates. 
The under $100 estimates in par- 
ticular dropped sharply after the 
independent appraiser took over; 
in some cities the reductions in 
these estimates ran as high as 42 
percent. 

SurveEY RESULTS 

The claims bureau survey showed 
that claim managers with 20 to 30 
years experience in the field ad- 
mitted their incompetence to esti- 


mate damages. However, many 


claim managers were prone to over- 
look the policing effect of the plan, 
making referrals only when they 


felt the independent appraiser 
could save them some money. 

The Independent Appraisal Plan 
was favored by the majority of 
garages because it aided the honest 
garageman in satisfying his cus- 
tomer and in relieving him of 
responsibility for padding costs by 
the replacement of old parts and 
the repair of previous damage. It 
also enabled the garageman to 
deny requests to cover up the as- 
sured’s deductible without any 
hard feelings resulting. 

To give you a more concrete 
idea of what happened when the 
Independent Appraisal Plan was 
adopted, let’s look at Brooklyn, 
N. Y., and see what happened 
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there. In September, 1949, 20 rep- 
resentatives of the New York City 
Claims Managers Council, elected 
to try the plan. Forty-three days 
later, 435 cases had been referred 
to the independent appraiser. Low- 
est garage estimates on these 435 
cases was $91,161.38. The inde- 
pendent appraiser estimated the 
cost to be $64,688.73, a dollar re- 
duction of $60.85 per case or a 
reduction of 29.38 percent. 

When these figures were further 
broken down, analysis revealed that 
a reduction of $41.58 had been 
effected for the 174 cases under 
$100 or a percentage reduction of 
41.42. Of the 247 cases between 
$100 and $500 a differential of 
$71.36, or a percentage reduction 
of 27.97 was noted. There were 
14 cases out of the 435 over $500 
and here a dollar reduction of 
$115.96 per case was found or a 
percentage reduction of 15.86. 

Subsequent reports from Brook- 
lyn proved that the above reduc- 
tions were no flash in the pan. In 
the seven-month period from April, 
1950 up to and including October 
$81, 1950, a total of 5,644 cases 
were referred to the independent 
appraiser. Lowest garage estimates 
ran to $1,232,451.41 while the in- 
dependent appraiser’s price was 
$850,214.40, or a differential of 
$67.70 per case and a reduction of 
30.1 percent. 

In the six-month period from 
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Repair costs went up 134 percent 


November 1, 1950 to April 30, 
1951 7,835 cases were estimated 
to cost $1,695,566.43 by garages. 
The independent appraiser esti- 
mated the cost to be $1,212,832.32 
or a dollar reduction of $61.47 per 
case or a reduction of 28.5 per- 
cent. Over a two-year period, from 
September 22, 1949 to November 
1, 1951, prices on automobile dam- 
age costs were reduced 28.2 per- 


cent on the 21,970 cases brought 
to the independent appraiser for 
estimates. The highest percentage 
reduction for this two-year period 
was 41.5 percent for the 8,445 
cases under $100. Of the 21,970 
total, 12,900 were between $100 
and $500 and here the percentage 
reduction was 23.8. In the over 
$500 group were 625 cars, and 
here the percentage reduction in 
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costs over the lowest garage esti- 
mate was 22 percent. 

To prove that Brooklyn is not 
just an isolated case, let’s see 
what appraisers’ reports for the 
month of April, 1952, say about 
the plan. During last April, 129 
cars were appraised in the city 
of Denver and _ reductions 
the lowest garage price was ob- 
tained in 61 cases, or 47.2 per- 
cent of the total. The differen- 
tial per case averaged out to be 
$43.16 or 13.5 percent. 


over 


SAME STORY 
San Francisco reported a reduc- 
tion of $7,213.32 for 327 
during the month of April. In New 
177 cases were referred 


cases 


Orleans, 
to the independent appraiser and 
a total reduction of $2,486.52 was 
reflected in 47 cases, or an over-all 
reduction of $55.52 per case, and 
a percentage reduction of 19.7. 

St. Louis, Mo., claim managers 
saved $21,349.69 for their com- 
panies during the month of April 
by sending 258 cars to the inde- 
pendent appraiser for estimates. 
The reduction amounted to $82.75 
per case or 25 percent. Miami re- 
ported a reduction of $7,058.87 
in 270 cases, and Nashville sent 
78 cars to the independent ap- 
praiser to reduce estimates $1,- 
615.91. Atlanta reported a similar 
story for the month of April; a re- 
duction of $11,208.54 was accom- 
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plished there by sending 371 cars 
to the independent appraiser for 
estimates. 
The New Profession 

An independent appraiser is ad- 
inittedly an unusual man. He must 
have a thorough knowledge of 
automobiles, as well as good busi- 
ness judgment, tact and patience. 
He must know parts prices and la- 
bor rates, methods and techniques 
in various repair operations and the 
time required in making all repairs. 
In arriving at his appraisal he must 
take consideration that the 
garageman is entitled to a fair re- 


into 


turn on his investment. 

His integrity and honesty must 
be respected in the community in 
which he lives and works. Such a 
man is not always easy to find, and 
if not available cannot be trained 
overnight. 

When a claim managers’ council 
wishes to adopt the Independent 
Appraisal Plan they must have 
available such a man who is willing 
to start up his own _ business. 
Though he is sponsored by the in- 


surance companies, he is informed 
that he will not be guaranteed a 
appraisals a 
month. He is strictly on his own 
just like any other man who starts 


certain number of 


a business. 

His is another example of how 
circumstances and events make 
new jobs and professions. As the 
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Independent Appraisal Plan 
spreads, the service rendered by 
this businessman will place his 
name alongside that of the doctor, 
lawyer and agent—all 
men who make their living by serv- 
ing the public. 


insurance 


Summary 

The Association of Casualty and 
Surety Companies is justly proud 
of the success of the Independent 
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Appraisal Plan. Statistics cited 
prove that it can effect concrete re- 
field costs are 


sults in a where 


mounting daily. Both claim man- 
agers and garagemen, when fully 


cognizant of the plan, are respon- 
sive to it. And in addition to the 
dollars and cents reductions, there 
is an unseen benefit which cannot 
be overestimated—the policing ef- 
fect of the plan which keeps esti- 
mates of all garagemen in line. 


“Mind telling me what your bill will be? I'd like to know whether I have any- 
thing to live for.” 





SMILE A WHILE 

















“Our guest speaker has fallen asleep. The motion has been made, seconded and 
passed unanimously, that we don’t wake him up.” 
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“We'll double park and split the parking meter expenses.” 
30 








FIVE PERSONS were seriously hurt when this west- NOTE THE dead driver in front of the still- 
bound passenger train and this east-bound freight met smoking wreckage of his truck which had been 
up with one another and scattered railway cars all over carried over 700 feet along the tracks by the 
the place. It seems that the passenger train had been train which ran into it at a crossing. Traffic was 
halted by a derailed car when the freight plowed into it. halted until the damaged third rail was repaired. 


& Train 
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THIS FIREBOAT dumped tons and tons of water 
and chemicals onto the freighter which had just 
en involved in a serious collision with a tanker. 
he problem was to get rid of the gasoline which 
coated the freighter’s decks following the collision. 


COAST GUARDSMEN poured water into this fishing 
schooner to try to check the fire that was blazing on 
it after it had been rocked by an explosion. However, 
it was a losing fight and the ship finally went down, 
but all of the crew were saved. 





THOUSANDS OF gallons of water were pumped into this 
burning wharf building by fireboats in a futile attempt to 
save it from the fire which destroyed it completely. Two 
firem were hospitalized and more than 100 police were 
called upon to control the sight-seers. 


‘ 
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SOMETIMES NO ONE gets hurt in an accident like this, 
and this was one of the times, but what a mess! A midget 
sports car and an automobile were crushed under the 32-foot 
trailer section of the truck. It began when the truck’s 
brakes failed at an intersection. 


THE MONEY amount of the loss in this fire add 
up to $500,000. The building had been a ¢ 

elevator and part of its wall was buckling as 

cameraman snapped the photo. The intense h 
kept the firemen away from the blaze. 
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CARS SHOULDN'T tangle with trailer-truc 
but they go on doing it. The truck driver esca 
with minor injuries, but it took rescue workée 
15 minutes to dig the other fellow out of the wre¢ 
ate, and then he had to be sent to the hospital. 





UR FIREMEN and a fire chaplain were treated 
he scene of this early morning fire for injuries. 
better attack the base of the fi ting away 
this furniture warehouse, firemen had to break 
pugh a brick wall. 
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CAN BE murder on a high-speed turnpike, 
tly what it was he ‘he toll: one dead, 
ehicles damaged in 


head of him or in any other direction. 


and that’s 
seven 
our rapid-fire accidents. All 
ir suddenly became so thick with moisture that no one could 


; “ 
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THIS ONE really stretched the long arm of coincidence. 
Twelve lroad cars, some of which were loaded with 
shotgun shells and bullets, were destroyed when a tractor- 
trailer truck, carrying 1,324 ses of matches, stal'ed and 
caught fire under the railroad viaduct. 


GN Be 


Motor Vehicle \ | 


AND HERE'S a taxicab being squeezed flat 
injured, by a 50-foot trailer-truck with which it had 
because just collided. When the cab-driver and his pas- 
sengers looked at one another, they found they 
were urinjured. So was the truck-driver. 





i _ ad “= 
THIS WAS a terrible tragedy. While both parents escaped THE CLOUD sent up Lis explosion 
unhurt, they lost five sons and a daughter in the fire that looked very much like tomic blast. The 
followed the blast. The explosion was caused by a gas leak fire followed a whole series of blasts in the 


which in turn was caused by an automobile which crashed acetylene division of an air products company. 
into the foundations of their home. Luckily, there were no known injuries. 


A Blast 
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Unclassified 


THERE WAS this terrific storm and it did an GIANT 
awful lot of damage all over the area. In this case 
it uprooted a tree which crashed on top of this 
house-trailer. However, the two people living in 
the trailer escaped injury. 


WAVES continued to batter and pound at this 
apartment house building so severely that for a time they 
threatened to destroy it altogether. It is believed that a 
submarine cavern near the area is the cause of the huge 
swells which have caused much property damage. 

a 











The Agent and 


GENTS AND CLAIM MEN can be 
A of mutual assistance to one 
another. In fact, it is imperative 
that they stand together as good 
friends since today, more than 
ever, agents and claim men have 
many things in common. In view of 
the automobile loss-ratio situation, 
perhaps it is more accurate to say 
that they have “troubles” in com- 
mon. 

Agents and claim men both serve 
the public and both try hard to 
please; but they are sometimes 
handicapped by public ignorance 
and misunderstanding of insurance. 

Fortunately misguided opinion 
is not preponderant among the 
public. Not all people think that 
agents make too much money too 


The Author—Mr. Combs is executive vice 
president of the United States Fidelity and 
Guaranty Co. He has been with the organi- 
zation ever since 1916 when he started as 
an investigator. He assumed his present po- 
sition in 1948 after having been general 
superintendent of claims in the New York 
office and vice president in charge of claims. 
Having received his law degree from St. 
Lawrence University, he is a member of the 
New York and Maryland bars. 


¢ In the present period of in- 
flation, the problems of claim 
frequency and of claim costs 
are of increasing importance 
to the entire industry. Here is 
a discussion of how the agent 
and the claim man can work 
together on these problems 


the Claim Man 
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easily or that claim men in general 
settle claims unintelligently. The 
thinking and intelligent body of 
the public is composed of fair- 
minded and sensible people. They 
recognize that agents are hard 
workers who fully earn the com- 
missions they receive. They are 
also aware that claim men, who 
can never permit themselves to for- 
get that they are trustees for the 
funds of stockholders and policv- 
holders, are trying to do a good job 
under adverse conditions. 

Claims were never harder to 
handle than they are today and 
their number was never so great. 
Accidents have increased so that in 
the year 1951 in the United States 
93,000 persons were killed; 9,100,- 
000 were injured; and the total 
economic loss came to $8,000,000,- 
000. Final figures for 1952 will 
probably show even higher totals. 
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There is a dearth of good claim 
men to take care of these increased 
accidents. This is due to a number 
of conditions, not the least of 
which is the draft which since 1940 
has made it very difficult to secure 
properly qualified men for training 
in claim work. Young men must be 
interested in making a career of 
claim work. To accomplish this 
purpose they must be adequately 
compensated and it must be made 
clear to them that good work will 
result in permanent employment 
with ample opportunity for ad- 
vancement with insurance compa- 
nies. 


It is more difficult to settle cases 
today and the cost of settlement 
has. doubled. People read in the 


paper of verdicts in the hundreds 
of thousands of dollars and, in 
their minds and in the minds of 
their lawyers, the value of their 
cases reaches astronomical figures. 

Claim “between the 
devil and the deep blue sea.” If 
they refuse to pay what appears 
to be an unreasonable figure in 
settlement and let a case go to 
trial, they are subject to criticism 
should the verdict be in excess of 
the amount for which the case 
could have settled, even 
though the demand before settle- 
ment, in experienced opinion, was 
exorbitant. Conversely, should a 
case result in a verdict for less 
than the amount offered in settle- 


men are 


been 
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ment, which today of course is un- 
usual, then there are those who 
will say that the claim man is 
paying too much in settlement of 
his cases. 
NEED CONFIDENCE 

The claim adjuster should have 
the confidence of his company and 
the agent. He is trying to do a good 
job. He is settlement-minded rather 
than defense-minded, and he rec- 
ognizes that in his daily contacts 
he is a sales representative, meet- 
ing the public directly and bring- 
ing good or ill will to the company 
and the agent by his activities. 

Most claim men are lawyers. 
This is generally an advantage but 
occasionally a handicap. It is an 
advantage because legal training is 
very helpful to a claim man in fol- 
lowing changes in the law, and it 
is helpful to him in his preparation 
and interpretation of the facts in 
his cases. It is a handicap at times 
bevause a certain percentage of the 
public has reservations about law- 
yers. In the public mind the lawyer 
has lost some of the respect and 
esteem that in the past character- 
ized his profession. Television, ra- 
dio, magazines and books fre- 
quently present lawyers in an un- 
ethical light, in some cases de- 
servedly so. 

But a good claim man subjugates 
his knowledge of the law and its 
ramifications and technicalities and 
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endeavors to settle his case on a 
factual basis. He approaches his 
investigation and settlement with 
a positive rather than a negative 
attitude. He has a desire to settle 
a case rather than to find ways to 
avoid settlement. He has in mind 
that the company’s customer has 
purchased and paid for financial 
protection, and he tries to deliver 
the commodity which has been 
contracted for. He knows that by 
settling his cases he saves the in- 
sured time, worry and annoyance, 
to say nothing of the possibility of 
an excessive verdict, and he knows 
that by settling he is building up 
good will for the agent and his 
company. 

We hear a great deal of talk 
about verdicts. There 
are many very large verdicts today, 
but not all large verdicts are ex- 
cessive verdicts, and many of the 
excessive verdicts might have been 
avoided had persons in authority 
in the claim department of the in- 
surance company been foresighted 
enough to have settled cases with- 
out jury trials. 

Large verdicts are common to- 
day and they will be with us as 
long as we are confronted with the 
combination of a depreciated dol- 
lar and low interest rates. For ex- 
ample, $200,000 will produce an- 
nually about $4,000 in income if 
invested in government bonds. 
After taxes, there is not too much 


excessive 
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left to 
where the 
totally 
cognizant of these facts, and judges 
charge them in case they do not 


support a large family 
breadwinner has been 


incapacitated. Juries are 


remember. 

Thus, in the first tried 
against the Long Island Railroad 
as a result of a wreck, in which 


case 


Hugh D. Combs 


there was of course no defense as 
to liability, a verdict was rendered 
for $400,000. The judge reduced 
this to $240,000. In a recent case 
in Ohio, the husband of a woman 
who suffered head injuries in an ac- 
cident and lost her sanity was 
awarded $157,634. The wife’s suit 
is yet to be tried, and she is asking 
for $250,000 damages. In Los 
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Angeles recently, a man was 
awarded $175,000 for the loss of 
the use of his hand. The courts, 
while admitting that these ver- 
dicts were large dollar-wise, did 
not consider that they were ex- 
cessive. 

An excessive verdict, on the 
other hand, is one not warranted by 
the true facts in the case or by the 
real injuries received. This type of 
verdict is generally the result of 
perjured testimony as to the facts 
of the case and perjured medical 
testimony concerning the serious- 
ness and permanence of the plain- 
tiff’s injuries. Needless to say, the 
trend of verdicts today emphasizes 
the need for high limits if the agent 
is properly to protect the financial 
interests of his client. 

The agent and the claim man both 
should preach the doctrine to the 
public that automobile insurance 
rates are based on the cost of han- 
dling and settling cases in the com- 
munity where the accidents arise. 
The public should be informed that 
when juries render outrageous ver- 
dicts a part of the money they are 
so freely giving away comes out 
of their own pockets in the form 
of increased rates for casualty in- 
surance. 

We pay a price for all the ad- 
vantages of our modern way of 
living. The price we are paying for 
speed, coupled with carelessness 
and disregard of the rights of 
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others, has produced a toll of death 
and destruction comparable to that 
produced by the havoc of war. 
Without the efforts and the results 
obtained by organizations spon- 
sored by stock insurance compa- 
nies, the toll undoubtedly would 
have been much greater. But the 
fact remains that the situation has 
not improved, but rather has be- 
come worse. 

Automobile insurance rates have 
been substantially increased in 
most states, but increased rates 
alone are not the answer. It is 
questionable, certainly up to this 
time when the dollar has shown 
no stability, whether the rate in- 
creases granted will be sufficient 
to prevent loss to the company- 
carriers of automobile insurance. 
Rate increases occur after the fact, 
and each increase is a strain on 
the public good will toward in- 
surance companies. A way must be 
found to get at the underlying 
causes of accidents and prevent 
their happening. The number of 
accidents must be reduced. 


FUNDAMENTAL CAUSES 


The fundamental cause of the 
holocaust of death and destruction 
by automobiles now threatening 
our lives and our economy lies in 
the deterioration of the moral fiber 
of the American people. The youth 
of America read in our daily papers 
of dishonesty and chicanery in all 
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Reduce the traffic toll 


walks of life. In many of our states, 
men in governmental positions 
have committed criminal or im- 
moral acts which have had no 
apparent effect on their standing 
at the polls at election time. In 
civil life, there was the case of the 
banker who stole a million dollars 
in cash and securities. Recently in 
Pennsylvania and Virginia there 
have been ten defalcations by bank- 


ers. These aggregate about $2,- 
000,000. The defaulters were re- 
spected members of their commu- 
nities. This serves to show ‘that 
“reputation” is what other people 
think of us, “character” is what we 
are. Incidentally, one of the losses 
was for $600,000 with only a 
$75,000 bond. Here is a field for 
the sale of additional insurance. 
Thievery and dishonesty are not 
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confined to 
strata of 


those in the upper 
society. Rarely a day 
passes without reports of larceny 
from employers by individuals or 
by groups of employees. The atti- 
tude of the American public, in- 
stead of being one of contempt and 
disdain for criminals and wrong- 
doers, appears to be a one of 
equanimity concerning the situa- 
tion. In many instances there is 
even an expression of envy for the 
smart man who has acquired wealth 


by questionable means and goes 


unpunished. Drunken 
rampant on our highways, and re- 
cently we have had a tremendous 


driving is 


increase in the use of narcotics. 
But, if we cannot attain an im- 
provement in our moral standards 
so as to reduce in the near future 
the terrific toll now being taken 
by accidents, then certainly we 
must have more and more police- 
highways. These 
policemen must be men of charac- 
ter. Citizens should cooperate with 


men on our 


them to enforce observance of the 
law. There should be no “fixing,” 
and, when caught, violators of the 
speed laws should be brought to 
justice and punished. 


ViTAL INTEREST 


Agents, of course, have a vital 
interest in this accident problem. 
Automobile insurance is becoming 
more difficult to place, and many 
insurance companies are very se- 
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lective in accepting automobile 
risks. It is important to the agent 
that he assist in every way pos- 
sible to educate the public on the 
need for more careful driving. 
Agents, as important citizens in 
their communities, might add this 
task to their other duties, at least 
in their spare time. I am only too 
well aware that an agent seldom 
has any spare time after he has 
gone the rounds soliciting busi- 
ness, studying policies and their 
coverages and acquainting himself 
with the needs of his clients so that 
coverages will fit the needs of each 
client and not be _ haphazard, 
“hand-me-down” policies in an as- 
sortment of companies. 

The claim man can help the 
agent by informing the public 
that proper insurance cannot be 
bought over the counter the way 
you buy a loaf of bread. A quali- 
fied agent must study the indi- 
vidual needs of each client, and 
he must select a company in which 
to place his clients’ insurance, hav- 
ing in mind the kind of perform- 
ance he knows he is going to re- 
ceive for his clients when claims 
arise. The largest corporations in 
the country employ high-salaried 
insurance experts to look after the 
purchasing and handling of their 
insurance. The agent gives this 
service free to his clients. In doing 
this, he performs a great public 
service and one that is essential in 
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this day of multiplicity of policies 
and financial hazards. 

Insurance agents, and the or- 
ganizations of which they are 
members, should broadcast the 
fact that every purchaser of in- 
surance needs the services of a 
trained insurance agent. An in- 
surance policy is just a piece of 
paper—a promise to perform at 
some future date. The test comes 
with the manner of performance— 
the way in which claims are 


handled. Cheap insurance is readi- 
ly obtainable because no one yet 
has ever produced anything, an 
inferior imitation of which could 
not be made available at a lower 
price. But the difference between 
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the premium paid for poor insur- 
ance and the premium paid for 
good insurance carefully placed by 
a trained agent in a sound com- 
pany furnishing proper service, 
becomes very insignificant when 
trouble strikes. The quality of the 
insurance you place for your clients 
will be remembered long after the 
price is forgotten. 

A client who has been con- 
fronted with threatened financial 
loss will never forget the peace of 
mind which he enjoyed in the han- 
dling of his case because his agent 
placed his insurance in a company 
which, through its competent claim 
service, protected his interests 
without worry or work on his part. 























Automobile Insurance 


The following is an address delivered 
by Mr. Leslie in Chicago before the 
1952 annual meeting of the American 
Association of University Teachers of 
Insurance. It is published here in re- 
sponse to numerous requests. 


T HERE ARE MANY FACETS to the 
automobile insurance problem. 
I shall not undertake to discuss 
such matters as compulsory auto- 
mobile liability insurance, a system 
of compensation without regard to 
fault, safety responsibility laws, 
unsatisfied judgment funds, im- 
poundment, and the like, even 
though they are of great current 
interest. Such subjects involve 
questions of social philosophy, pub- 
lic relations and legislation which, 
so far as stock companies are con- 
cerned, are handled by the Associa- 
tion of Casualty and Surety Com- 
panies. 

My talk to you today will be 
limited to the practical aspects of 
the existing insurance problem in 
connection with the furnishing of 


The author—Mr. Leslie has been general 
manager of the National Bureau of Casualty 
Underwriters since 1936. During the early 
years of his insurance career he was an 
actuary in the Calif. State Compensation 
Insurance Fund and the N. Y. Insurance 
Dept. From 1923-1929 he served as general 
manager of the National Council on Com- 
pensation Insurance, later became executive 
vice president of Associated Indemnity 
Corp. of San Francisco. 
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liability protection to automobile 
owners and operators. To a large 
extent it will be a rehash of what 
has already appeared in published 
statements and addresses given by 
members of the insurance industry. 
But it may be helpful to bring 
things up to date and tie them all 
together in one brief but compre- 
hensive review. 

The underwriting losses 
tained under automobile bodily 
injury and property damage lia- 
bility policies since the end of 
World War II have been exten- 
sively publicized. For stock com- 
panies the loss has exceeded $200,- 
000,000, with the loss in 1951, 
alone, approximating $100,000,- 
000. But it is not so well known, 
that for National Bureau company 
members the twenty year under- 
writing record from 1931 to 1950 
inclusive resulted in a loss of 1.9 
percent, of earned premiums. Thus 
corrective measures are needed 
not only for the present emergency 
but also for the long pull. 

The effect of continuing rate in- 
adequacy, with its concomitant of 
underwriting losses, affects not 
only the companies but also their 


sus- 





AUTOMOBILE 


producers and the insuring public. 
It causes a tight market situation 
with all of the hardships and dis- 
satisfaction that are bound to fol- 
low. Agents lose their outlets for 
business and many automobile 
owners cannot obtain their insur- 
ance through normal channels. 
True, no risk need go without in- 
surance because of the availability 
of assigned risk plans. But that 
method of obtaining insurance in- 
volves a certain amount of incon- 
venience and, in the eyes of many 
with clear driving records, a stigma 
in being obliged to resort to a plan 
that was established to take care 
of truly undesirable risks. The 
growth in the number of risks sub- 
ject to assignment has been terrific. 


For example, in the State of New 
York there were 2,806 assigned 
risks in 1945 and 31,135 in 1951. 
For the first six months of 1952 
applications for assignment were 


received from 86,251 motorists. 
This would indicate more than 
double the number of assigned 
risks in 1952 than in 1951. 
Recognizing that this large in- 
crease in the number of assigned 
risks is a result of the market sit- 
uation, rather than an increase in 
risks with inherently bad past rec- 
ords, the assigned risk plans have 
been amended to permit so-called 
“clean” risks to obtain insurance 
under the plan at normal rates as 
distinguished from surcharged rates 
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applicable to those with previous 
accident or conviction records. But 
there still remains the problem of 
limits of coverage. Companies to 
which risks are assigned are obli- 
gated to furnish only basic limits 
coverage. Many of these risks de- 
sire and feel the need for higher 
limits. There has been and still is 
agitation for some relief from this 
situation. If only the really undesir- 
able risks were involved, there 
would be no justification for such 
agitation as the insurance provided 
satisfies the requirements of the 
safety responsibility laws, which it 
must be assumed represent the 
state’s own evaluation of the 
amount of insurance that is neces- 
sary from a social standpoint. But 
when other types of risks are forced 
under the plan, it becomes more 
difficult to say that adequate limits 
of liability to fit the financial status 
of the insured are unavailable. 
Theoretically, any company to 
which a risk is assigned may issue 
higher limits but as a_ practical 
matter they seldom are willing to 
do so for an assigned risk. This is 
a major problem that at present 
has not been solved. 


Basic Causes 
Now, what are the underlying 
causes of rate inadequacy in this 
field of insurance? First and _fore- 
most, has been the increase in 
average claim costs due to the im- 
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pact of inflation. Taking the year 
1941 as a base, average bodily in- 
jury paid claim costs were up 77.3 
percent as of September 30, 1952 
and average property damage 
claim costs were up 171.8 per- 
cent. Since 1946 this index of 
claim costs shows an average in- 
crease of 9 points a year for bodily 
injury and 15.5 for property dam- 
age. But the increase for the single 
year 1951 was 14.6 
bodily injury and 31.5 for property 
damage. While 1952 to date does 
not show such a substantial in- 
crease as the year 1951, the fact 
that the upward trend has con- 
tinued through each of the first 
three quarters of the year is signifi- 
cant. There is nothing in the pres- 
ent picture to indicate a leveling 


points for 


off in these claim costs in the fore- 
seeable future. 
PROJECTION FACTOR 


It should be obvious that under 
such conditions rates that are based 


solely on past experience, how- 


ever recent, are bound to be in- 
adequate for the period in the 
future during which they are in ef- 
fect. In consequence, it is essential 
to employ a projection factor that 
will measure the expected increase 
in cost over and above that indi- 
cated by the most recent past loss 
experience. The inherent difficulty 
in accomplishing this objective can 
be readily appreciated. Rates are 
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subject to regulation by the sev- 
eral states and such regulation re- 
quires that information be fur- 
nished in support of such filings. 
During normal times, rate filings 
for established lines of insurance 
have been justified solely on the 
basis of past experience. In conse- 
quence, it was necessary to con- 
vince the state rate regulatory au- 
thorities that normal rate making 
procedures, used in the past, are 
inapplicable under existing condi- 
tions. 

In some quarters this was looked 
upon as a radical departure when 
first presented but it is gratifying 
to report that upon final analysis 
the principle has been accepted in 
the automobile liability rate re- 
vision of 1952 in all but two of the 
states which the National Bureau 
has made rate filings. The Bureau’s 
filing was disapproved in Illinois 
and, under a subsequent disap- 
proval type of law, a hearing is 
being held this week in Oklahoma 
on revised rates which were pro- 
mulgated on December 15, 1952. 
Three states in which the rates are 
made by the state authorities have 
not yet promulgated rates reflecting 
the projection principle. In Massa- 

this the Commis- 
recognized the trend of 
claim costs in the compulsory 
bodily injury rates but only 
through the latest completed policy 
year, thus making no allowance for 


chusetts year, 


sioner 
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the anticipated further increase in 
the future. The P.D. rates, contain- 
ing a projection factor, are likely 
to be the subject of a public hear- 
ing. Louisiana and Texas have not 
as yet had occasion to revise rates 
since the projection principle was 
introduced in other jurisdictions 
and therefore their reaction to its 
acceptance is unknown at this time. 
During the 1952, three 
separate measures were taken to 


year 


place rates upon an adequate basis. 
First the charges for bodily injury 
excess limits coverage in- 
creased in all states except Vir- 
ginia. These charges are measured 
as percentages of the rates for basic 


were 


limits and consequently automati- 
cally increase in terms of dollar 
charges as the basic limits rates in- 
crease. But the increase in excess 
limits losses due not only to the 
normal effect of inflation but also 
to the exceptionally high verdicts 
in court cases, made it necessary 
to take the additional step of in- 
creasing the percentages in the 
excess limits tables. For private 
passenger cars the new tables rep- 
resent an increase of approximately 
36 percent and for commercial cars 
an increase of approximately 70 
percent. These changes have be- 
come effective in all states except 
Virginia, and except Texas, Okla- 
homa and Indiana where increases 
approximating 100 percent were 
made in the tables for both private 
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passenger and commercial cars. 
Second, the limits rates 
were adjusted to the level of costs 
expected to prevail during 1953. 
This in two 


basic 


was accomplished 


steps. First, the policy year experi- 
ence, which is reported in detail by 
territory and class, was converted 


Underwood & Underwood 
William Leslie 


to the level of current costs by ap- 
plying trend factors developed 
from a comparison of calendar year 
loss ratios through 1951. To this 
there was then applied a projection 
factor based upon the trend of past 
average paid claim costs designed 
to reflect the probable increase in 
such costs to the midpoint of 1953. 


Both the trend and _ projection 
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factors were based primarily upon 
each state’s own experience with 
certain maximum limitations to 
avoid inconsistencies, particularly 
in states with relative small vol- 
umes of experience, 


INCREASED MARGIN 

Thirdly, it was proposed to in- 
crease the then existing margin of 
2.5 percent, for underwriting profit 
and contingencies to 5 percent. 
This is a step which looks more to 
the long pull then it does to the 
immediate emergency. In the brief 
which was filed by the National 
Bureau of Casualty Underwriters 
with the National Association of 
Insurance Commissioners at its 
June, 1952, meeting in Chicago, it 
was pointed out that a margin for 
contingencies is an essential ele- 
ment in ratemaking. Furthermore, 
the Bureau brief argued, and we 
hope persuasively, that even should 
no contingencies arise and the en- 
tire 5 percent be actually realized 
as an underwriting profit, it would 
still constitute a very modest re- 
ward for the exposure of capital 
funds in the conduct of a risk busi- 
ness. Additionally, it was pointed 
out that under today’s tax laws, the 
net, after taxes, is but slightly more 
than was realizable from the 2.5 
percent when it originally 
adopted. 

A report of a subcommittee of 
the National Association of Insur- 


was 
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ance Commissioners recommending 
a 8.5 percent margin was not 
adopted at the June meeting but 
the item was carried on the agenda 
for further study by the subcommit- 
tee. At the recent December meet- 
ing a report of the subcommittee, 
reiterating its previous recommen- 
dation, was received by the present 
Casualty and Surety Committee for 
the record but with the statement 
that this did not constitute an en- 
dorsement and the subcommittee 
was discharged. 

It is again gratifying to report 
that despite the subcommittee’s 
recommendation for 8.5 percent 
and despite the fact that the matter 
was still pending before the NAIC, 
34 states have approved the use of 
5 percent in filings made by the 
National Bureau, either for auto- 
mobile liability or OL & T, or both. 
Now that the matter is no longer 
pending before the NAIC and it is 
clearly understood that it is one 
for individual state determination, 
we look forward to its acceptance 
in many additional states as future 
filings are made. 

The combined countrywide ef- 
fect of rate changes which have be- 
come effective in 1951 and 1952, 
as the result of action by the Na- 
tional Bureau, is calculated to rep- 
resent a rate level increase of 31.8 
percent for all types of cars for 
bodily injury and property damage 
combined. The continued poor 
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showing in statement figures re- 
ported by the companies can be 
charged primarily to the delayed 
impact of these rate increases upon 
premiums being earned currently. 
For example, the automobile bodily 
injury and property damage prem- 
iums earned in 1951 reflect an in- 
crease of only 1 percent as a result 
of the rate revisions which became 
effective during that year. The 
premiums earned in 1952 will re- 
flect an increase of 13 percent as 
a result of the 1951 and 1952 re- 
visions. Even in 1953 the earned 
premiums will not reflect the full 
31.8 percent increase but only an 
increase of 28.6 percent. 

If the ultimate effect of these 
rate changes is used to adjust cur- 
rent loss experience to the present 
rate level, the resulting adjusted 
loss ratios are only slightly below 
the permissible and the fact that 
they still show an upward trend on 
such adjusted basis makes it neces- 
sary to watch the situation very 
carefully. While the rate situation 
has been very materially improved 
it is clear that if the spiral of rising 
claim costs does not level off, it 
will be necessary to pitch rates at 
still higher levels. 


CLAIM FREQUENCY 


Up to this point, I have made 
no mention of claim . frequency 
and its effect upon rate levels. Un- 
der our ratemaking procedure, the 
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use of calendar year loss ratio 
trends to reach a current cost level 
brings into the picture both claim 
frequency and claim cost trends. In 
other words, such current cost level 
reflects current conditions as re- 
spects both of these elements. Of 
the two, claim frequency has been 
relatively stable during the past 
few years and therefore the projec- 
tion factor to reflect anticipated fu- 
ture conditions has been limited 
to that based upon claim cost 
trends. But this does not mean to 
say that claim frequency should be 
forgotten just because we are so 
absorbed with the ill effects of ris- 
ing claim costs. Without accidents 
there wouldn't be claims, and with- 
out claims there wouldn’t be claim 
costs to be affected by inflation. 
The battle to reduce accidents on 
the highways must continue un- 
abated, and, to the extent that the 
result is a decrease in claim fre- 
quency, it will help to offset the 
effect of rising claim costs on rate 
levels. 

Some people have expressed con- 
cern over the possibility that the 
rate increases that have been made 
effective may price our companies 
out of the market. When all of the 
facts are concerned, there appears 
to be no justification for such con- 
cern. Since 1938, private passenger 
bodily injury rates of the National 
Bureau have risen 18.6 percent on 
the average for the country as a 
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whole, exclusive of Massachusetts. 
The corresponding figure for private 
passenger property damage is 154 
percent. During the same period, 
the cost of medical care including 
drugs, rose 61.5 percent and hos- 
pital rates rose 177.8 percent. Since 
1941 the Consumer Price Index has 
risen 81.6 percent. During the same 
period the cost of popular priced 
automobiles has more than doubled 
and parts and labor costs in making 
repairs have kept pace. Thus it will 


be noted that despite the very size- 
able rate increases that have been 
made during the past two years, 
the increase above the rate level of 
1938 is appreciably less than in- 
creases in other elements of our 
economy that have a direct bearing 
upon loss costs. Let us hope that 
whatever the future may bring 
forth in the matter of further in- 
creases in claim costs, we will be 
able to maintain this favorable com: 


parison. 




















© Advertising and selling go to- 
gether. That's always been 
true, and it always will be. 
Here are some pointers 


Advertising Pays Off 


UCH HAS BEEN said and much 

has been written about ad- 
vertising for insurance agents. It is 
not add to the 
knowledge or this 
subject, but just to make some per- 
sonal observations backed up by 
the results of a survey which was 
made by the Connecticut Associa- 
tion of Insurance Agents. 
The American agency 
and the capital stock insurance 
system have had a long and honor- 
able history. There never has been 
a time in this history when it has 


intention to 
confusion on 


my 


system 


been as necessary as it is today for 
the agents, brokers and companies 
to roll up their sleeves, open their 
pocketbooks and really sell them- 
selves and their system of free en- 
terprise to the public. It is a job 


The author—Mr. Moffat is president of the 
Moffat Agency Inc. in Westport, Conn. A 
past president of the Connecticut Associa- 
tion of Insurance Agents, he has been an 
underwriter and special agent for the Actna 
Casualty and Surety Co. and a broker in 
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of the Westport Y.M.C.A. 
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which requires the best efforts of 
all segments of the industry work- 
ing together. 

It goes without saying that an 
agent must make himself well and 
favorably known in his community 
if he is to be successful. How he 
does it is limited only by his imag- 
ination and his desires. It is also 
true that the has 
neither the time nor the ability to 


average agent 


be an advertising genius. If he 
did, he probably would give up 
the 
therefore, depend to a great extent 


insurance business. He must, 
on the assistance which he receives 
from the companies. 

Most agents, when they think of 
company advertising, think first of 
circulars. Every company puts out 
a large variety of them covering 
practically every class of business 
These circulars 


which is written. 


have a very definite place in the 





50 THE CASUALTY AND SURETY JOURNAL 


agents’ advertising programs. How- 
ever, most agents represent more 
than one company, and it does not 
seem logical or advisable to use 
circulars from one company while 
circularizing the policyholders of 
another. We also object to the fact 
that in most cases the circulars re- 
fer to specific policies, while we 
try to build our advertising around 
providing complete protection 
rather than selling individual poli- 
cies. We strongly believe that it 
would be a great advantage to the 
agent if, instead of the myriad of 
circulars, one central office such as 
the National Board of Fire Under- 
writers, the Association of Casualty 
and Surety Companies, or some 
similar organization uni- 
form, factual analyses of coverage, 
similar to the standard stock re- 
ports published for stockholders, 
which could be incorporated di- 
rectly into a survey report being 
made by the agent. 

Second, the agent considers the 
standardized advertising programs 
put out by many of the companies, 
such as newspaper cartoon series, 
monthly agency houseorgans, etc. 
These are also very widely and 
successfully used by many agents. 
These, again, are not particularly 
individualized even though a com- 
pany may allow only one agent in 
a town to use the series. 

Finally, when thinking of com- 
pany advertising, agents think of 


issued 
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the national advertising done in 
various consumer magazines by in- 
dividual companies. It has been 
my observation that the number of 
companies using this form of ad- 
vertising seems to be decreasing. 
In my opinion, the companies 
could well afford to do more along 
these lines. 

One of the cardinal principles of 
advertising is the necessity for repe- 
tition. Any advertising executive 
will admit that to just run an ad 
once and then forget it is a waste 
of money. But to my mind that is 
what is being done by too many 
of the companies when they try to 
advertise individual policies. 

Life insurance companies have 
been successful with their ads be- 
cause they follow the same general 
theme of “protection for depend- 
ents,” even though each company 
has its own individual ads. In the 
same way, the fire insurance com- 
panies have been very successful 
in their campaign to have people 
increase the insurance on_ their 
buildings, primarily because many 
companies were following the same 
general theme, and many agents 
were cooperating with them. 

The premium volume, particu- 
larly casualty premiums, has grown 
at an unprecedented rate during 
the past few years, until most com- 
panies today are more interested 
in absorbing their present business 
than they are in securing additional 
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volume, even in the so-called more 
profitable lines. This would, there- 
fore, seem to be an excellent time 
for both agents and companies to 
devote more of their advertising 
budgets to promoting public rela- 
tions. I would like to see national 
advertising: 
1. Stress the American agency 
system 
. Stress the capital stock sys- 
tem 
. Stress safety programs 
. Stress the education of the 
public in rating methods 
and in the reasons for the 
continued increase in rates. 
Our industry, in my opinion, has 
been woefully weak in its public 
relations and in taking the public 
behind the scenes. I am sure that 
many other agents have had the 
experience which I have had of 
talking to groups about insurance 
and finding that they believe it to 
be a complete enigma, but these 
same groups are extremely inter- 
ested in insurance and would like 
to know more about it. Many large 
corporations have highly trained 
insurance men handling the pur- 
chasing of their protection but 
there are thousands of small busi- 
nessmen who are faced with the 
necessity of making decisions of 
tremendous importance but who 
lack the basic knowledge essential 
to intelligently evaluate the various 
forms of coverage. We have been 
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very successful in introducing driv- 
er-education courses into the sec- 
ondary schools. We should de- 
velop a similar course covering the 
fundamentals of insurance for in- 
clusion in all high school commer- 
cial classes. 

The National Board of Fire Un- 
derwriters is now running a very 
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excellent series of advertisements 
and is offering mats and reprints 
of them as mailing pieces. During 
the past year, 87 different local 
newspapers ran 421 insertions of 
the ads, and 507 local agents dis- 
tributed over one-half million of 
the reprints. While this record is 
good, the results are only a frac- 
tion of what they could be if a 
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sizable percentage of the local 
boards and individual agents would 
realize what they stand to gain by 
joining in this campaign. Compa- 
nies and bureaus can and should 
do the advertising and promotional 
work on the national level but the 
grass-roots campaign still is and al- 
ways will be the province of the 
local agent. 


Bic Impact 


Many local boards have run very 
excellent ads on excessive jury ver- 
dicts and on highway safety, but 
most of these have been one-shot 
propositions. Imagine the impact 
on the public if a number of com- 


panies with their thousands of 


agents could use a series developed 
by the Association of Casualty and 
Surety Companies based on the 
theme, “Is Your Neighbor Spend- 
ing Your Insurance Money?” Copy 
could be hammered out to stress, 
“Every time your neighbor causes 


an unnecessary accident, or serves 
ona jury that returns an excessive 
or unwarranted verdict, he is ask- 
ing you to contribute to his care- 
lessness or to his generosity by 
paying a higher insurance pre- 
mium. A $50,000 verdict in a town 
with 5,000 cars insured means that 
each car owner is being asked to 
contribute $10 to pay that claim.” 
The public must be educated to 
the truth—that the public makes 
the rates, the companies only col- 
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lect from the many and distribute 
to the few. 

However, the real purpose of 
this article is to discuss the adver- 
tising program of the individual 
agent. Very few agents seem to 
realize that many of their compa- 
nies maintain an advertising de- 
partment which not only tries to 
help the agency through the meth- 
ods which I have already men- 
tioned, but is both willing and 
able to act as an advertising con- 
sultant for the agent on his indi- 
vidual problems. 


MAILING PIECES 


Some of the most important forms 
of advertising are the agent’s letter- 
head and other mailing pieces such 
as invoices, etc. Many of the com- 
panies will supply letterheads to 
the agents without charge. These, 
however, are usually in a standard 
pattern and the agent’s imprint is 
merely arranged to go into the uni- 
form setup. But many companies 
are perfectly willing to design an 
individual letterhead for any agent 
who asks for it. If the agent would 
only take the trouble to do this 
and to give the advertising depart- 
ment some idea of what he has in 
mind and how he would like to 
have the letterhead look, he would 
probably be amazed and pleased 
at the results of its efforts. In view 
of the fact that the stationery from 
the agent’s office is seen by every 
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The public makes the rates 


one of his assureds and many of his 
prospects, it is particularly impor- 
tant that it make a favorable im- 


pression. 

In addition to this, the 
panies’ advertising departments are 
always more than pleased to help 
work out an advertising campaign 
suited to the agent’s own person- 
ality and the needs of his own 
town. One company has recently 


com- 


unlocked the door of its “ivory 
tower” and has sent a representa- 
tive of its advertising department 
out into the hinterlands to see what 
the agents really want and how the 
company can assist them. The re- 
sults are not yet in, but they are 
finding that there are as many 
problems as there are agents with 
no two operating the same way 
or wanting the same program, al- 
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though a pattern is developing 
based more on the size and type 
of the community than on any 
other one factor. The outstanding 
feature of the survey, however, is 
the lack of planned advertising by 
agents. 

Insurance advertising differs 
from that of merchandise advertis- 
ing in that a purchaser of a famous 
make refrigerator or automobile 
knows that he is buying a com- 
plete product, no matter what local 
representative he buys it from. He 
knows that the local representative 
will not sell him a refrigerator with- 
out a door or an automobile with- 
out a motor. He can, therefore, 
really rely on the reputation of the 
manufacturer. Unfortunately, with 
insurance, an agent for the best in- 
surance company in the world can 
still sell his client an insurance 
program with something missing 
which will leave the client wide 
open to a serious loss. 

It is, of course, an advantage to 
the policyholder to purchase his 
well-known compa- 
nies, and it is definitely an advan- 
tage to an agent to represent such 
companies. However, there is no 
question but what the average in- 
surance buyer is more interested 
in whom he is dealing with locally 
than what company actually issues 
the policy. This is a natural and 
correct attitude because a respon- 
sible, well-informed and successful 
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agent could not and would not 
represent companies that were not 
strong and reliable. In addition, 
the intelligent buyer knows that 
no matter how good the company 
issuing the policy may be, and 
how anxious the company is to 
take care of a legitimate claim, he 
is not going to be in a very good 
position if the agent has sold him 
$50,000 fire insurance when he 
needs $100,000 to comply with his 
coinsurance clause, or if the agent 
has sold him a business interrup- 
tion policy when what he should 
have been carrying was extra ex- 
pense coverage. Because of the 
above it is my sincere belief that 
an agent should stress himself, his 
ability and his services and that 
any company name should be defi- 
nitely in the background. 


PLANNED ADVERTISING 


As a matter of fact, although I 
have been a producer for twenty 
years, it was not until I was priv- 
ileged to attend a meeting of the 
Insurance Advertising Conferences 
a year ago that I realized the ser- 
vices which are available to the 
agents, nor had I given any serious 
consideration to a planned adver- 
tising campaign. After that meet- 
ing, however, my partner and I 
looked into the situation and de- 
cided that in our town of West- 
port, Connecticut, we had approxi- 
mately 700 commuters, most of 
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whom were placing their insurance 
in New York City. From the best 
information which we could ob- 
tain, we found that the average 
commuter owned his own home, 
owned at least one car, and in over 
half of the cases, a second car and 
was buying at the present time or 
could be sold insurance with an- 
nual premiums averaging between 
$400 and $500 for fire and casu- 
alty coverages, or in other words, 
there was a potential market of 
about $300,000 in fire and casualty 
business. 

We, therefore, sat down with 
the advertising managers of two of 
the companies we represent and 
explained our problem. We then 
selected a list of 600 commuters 
who owned their own homes and 
at least one car. We placed a poster 
on the station platform, and an ad 
on the cover of the commutation 
ticket sold by the New Haven 
Railroad, stressing local claim ser- 
vice. The companies designed a 
new letterhead for us and worked 
up a series of six letters based on 
actual claims from our files which 
showed the advantage of this local 
claim service. They also worked up 
a booklet telling the story of who 
we are and what we do. Our 
ground floor window is being used 
for a series of company-designed 
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displays, which also tie in to the 
campaign. 

This campaign is not as yet 
completed, and as a matter of fact, 
it will be a continuing campaign 
because we already know that the 
average person is not going to rush 
in to let us handle his insurance 
just because we sent him one let- 
ter or a series of letters so that we 
will have to keep in contact with 
these prospective assureds until we 
are in touch with them either by 
telephone or in person. We have 
had approximately a one percent 
return from the main campaign, 
and these accounts which we have 
secured, show that we were prob- 
ably conservative in our estimate 
of the potential market. We are 
now definitely assured that this 
campaign for which we budgeted 
$1,000 will pay off both to our of- 
fice and to the companies involved, 
even though no company advertis- 
ing or company name appears any- 
where. 

In conclusion, I should like 
again to stress the necessity of co- 
operation between the companies 
and the agents in telling our story 
to the public, and to express my 
hope that some group within the 
industry will set up a master plan 
to which we can all tie our indi- 
vidual campaigns. 





© Here is a policy that is grow- 
ing in importance and will be 
sold more and more in the 
future. Every agent ought to 
know more about it 


Protecting the Accountant 


CCOUNTANTS LIABILITY is a legal 
liability and defense policy 
applying to the performance of 
services in a professional capacity 
as accountants for others. While it 
falls within the classifications of 
the Standard Malpractice and Pro- 
fessional Liability Statistical Plan, 
it is not under the jurisdiction of 
any rating bureau. It is written as 
a specialty line. The principal 
agreements of the policy read: 


I. Insuring Agreement 

To insure the insured against 
direct pecuniary loss and expense 
arising from 
against the insured during the pol- 
icy period or within the claim no- 


any claim made 


tification period specified in Con- 
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also 
the 
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dition 1, by reason of legal liability 
for damages caused or alleged to 
have been caused by the insured 
or by any partner, officer or em- 
ployee of the insured in the per- 
formance of services in his profes- 
sional capacity as accountant for 
others prior to the termination of 
this policy: 

(a) through neglect, error or 
omission, 
through dishonesty, mis- 
representation or fraud, 
except if made or com- 
mitted by the insured or 
partner or officer 
thereof with affirmative 
dishonesty or actual in- 
tent to deceive de- 
fraud. 


(b) 


any 


or 


ll. Defense 
To defend in behalf of the in- 


sured any suit, even if such suit 
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is groundless, against the insured 
alleging: 
(a) such neglect, error or 
omission, 
(b) such dishonesty, misrep- 
resentation or fraud. 


Ill. Predecessors 

To extend Agreements I and II 
to apply to such claims or suits aris- 
ing from acts of predecessors in 
business or of any partner, officer 


or employee thereof, with the ex- 


clusions and conditions hereafter 
being deemed to be amended 
where applicable accordingly. 


IV. Individual Partners or Officers 

To extend Agreements I and II 
to apply to individual partners or 
officers with respect to the per- 
formance of the insured’s services 
as outlined in Insuring Agree- 
ment I. 


V. Delegated Work 
“Employee of the Insured” as 
used in this policy shall be deemed 
to include any owner, partner, offi- 
cer or employee of another ac- 
counting organization while per- 
forming delegated accounting, au- 
diting or tax determination work 
under contract with the insured. 
The following exclusions apply: 
This policy does not insure 
against: 
(a) loss and expense due to 
libel or slander by the 


insured or by any part- 
ner, officer or employee 
of the insured. 


(b) Liability under the na- 


tional “Securities Act of 
1933” and amendments 
thereof, nor against loss 
and expense in connec- 
tion with claims of lia- 
bility asserted against the 
insured under the said 
Act or amendments. 


(c) Liability on account of 


any claim or suit cov- 
ered or recoverable in 
whole or in part under 
prior insurance. 


(d) Loss and expense due to 


loss of time incurred by 


Underhill Studio, N. Y. 


Richard T. Wood 
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the insured or any part- 
ner, officer or employee 
of the insured in respect 
to any claim or suit 
hereunder. 

For an additional premium, it is 
possible: (1) to delete the Securities 
Act exclusion thereby affording cov- 
erage against liability under such 
Act, (2) to extend the discovery 
period from 30 days to one or two 
years and (3) to include legal 
opinions or advice in accounting 
services performed by a qualified 
attorney. 


Market 

At this time, it is estimated that 
one out of every five accountants 
buys this type of insurance. That 


means that there is a substantial 
unsold market. This is increasing 
constantly with new accounting 
graduates from the schools and 
colleges and new members in ac- 
counting societies. The increase in 
population, in the amount of busi- 
ness transacted and in the variety 
of taxes imposed by local, state 
and national governments would 
indicate that more accountants will 
continue to be needed for some 
time to come—thus increasing the 
market still more. 


Ease of Handling 

Accountants liability has much 
to commend it from the standpoint 
of ease of handling. These are: 


March 


1. The contract is on a continuous 
basis—no reissue or certificate is 
necessary to continue it in force 
for a further period. 2. It is on a 
discovery basis—no endorsement is 
necessary to evidence that con- 
tinuity is afforded as respects prior 
coverage. 3. The premium is based 
upon the annual average number 
of the staff for the preceding year. 
This is by contrast to a deposit 
premium which used to be subject 
to revision at the end of the year 
by securing an average of monthly 
averages of the number of the staff 
members. 4. Branch offices are cov- 
ered without additional premium 
loading; formerly, there was such 
a loading. 5. “So-called agents” are 
now covered under Agreement V 
— Delegated Work — automatically 
without premium charge. Previous- 
ly, each agent was underwritten 
individually and an additional pre- 
mium charge was made. 6. An in- 
sured taking securities act coverage 
now reports to the company any 
work coming within the scope of 
such coverage as a part of a re- 
newal questionnaire. Formerly, he 
was required to report each job 
within 80 days. 7. The option of 
taking a one or two year discovery 
period at the time the policy is 
terminated is given as a right to 
the insured. At one time, the only 
discovery period available under 
the policy was 15 days. 8. Policies 
may be written in the basic mini- 
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mum amount of $20,000; at one 
time the minimum policy was 
$100,000. 9. Finally, the original 
declarations form, as signed by the 
insured, is attached to the policy 
issued, eliminating an application 
and subsequent transfer of the in- 
formation given to the declarations 
in the policy. 


Underwriting Requirements 

Careful selection is made of 
risks. Inquiry is made into experi- 
ence in public accounting, account- 
ing designations held, membership 
in accounting societies and experi- 
enee as respects professional lia- 
bility. References are requested to 
include two banks and not less 
than two business concerns. Gen- 
erally speaking, a good normal risk 
would be one where the insured 
(or one or more partners) has prac- 
ticed for ten years or more, is a 
C. P. A., is a member of state and 
national accounting societies, has 
had favorable experience as re- 
spects professional liability and 
stands up under investigation. Each 
case is considered on its own mer- 
its and lack of qualification in any 
of the above particulars is not nec- 
essarily a bar to issuance of an ac- 
countants liability policy if proper- 
ly counterbalanced. 


History 
Accountants liability insurance 
has been in existence for about 
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“We say the doctor, or the 
accountant, or the writer made 
a mistake; but really none of 
| these, so far as he is what we call 
him, ever makes a mistake. To 
speak precisely, since you are 
for being precise, every crafts- 
man is infallible.” 

—Thrasymachus, reported 
in Plato’s Republic, 
about 400 B.C. 








forty-five years, having been first 
written in England. As has been 
the case with other lines, when ac- 
countants liability insurance first 
appeared, the question was raised 
as to whether it was legal for ac- 
countants to protect themselves 
from pecuniary loss arising out of 
their own irregularities or neglect 
of duty. In England, it was even 
suggested that Parliamentary ac- 
tion should be taken to prohibit the 
writing of such insurance. 

Prior to 1924, accountants lia- 
bility insurance was carried by only 
about a dozen accounting firms 
practicing in the United States. In 
that year, the first accountants lia- 
bility insurance policy is believed 
to have been written by an Ameri- 
can company. In that year also, a 
committee of the American Insti- 
tute of Accountants recommended 
that members of the Institute in 
public practice cover themselves 
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In the performance of services . . 


with some form of indemnity insur- 
ance. The following year the In- 
stitute made an exhaustive study 
of the subject and circularized its 
membership, recommending a spe- 
cial form of policy. 

By nature, this is a specialty 
line. The premium volume and 
number of insured accountants has 
increased gradually through the 


March 


. as accountant 


years but neither can be called 
large by comparison with other lia- 
bility insurance lines. The experi- 
ence, likewise, is by no means ma- 
ture and is entitled to little credi- 
bility. Certain types of claims have 
been infrequent and Securities Act 
liability, despite twenty years of 
never had a real 


existence, has 


test. 
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Selling Points 

Professional liability insurance 
appeals to accountants particularly 
because of their method of opera- 
tion. Under membership rules and 
even under statutory standards, ac- 
countants may not incorporate so 
as to limit their liability. There 
may be an isolated corporation or 
two practicing accounting, but all 
others operate as a proprietorship 
or as a partnership. This means 
that not only is the capital of the 
organization at stake, but also each 
member's personal fortune as well. 
Claims may be sizable, if success- 
ful, enough to bankrupt a firm. I 
recall a policy where the insured 
was named as defendant in a 
$3,000,000 suit. In another, the 
client attached several bank ac- 
counts of the insured plus the per- 
sonal accounts of the various part- 
ners. Even though the amount may 
be small, nuisance or “strike” suits 
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can be very troublesome. Defense 
costs such as legal fees and expert 
testimony can mount up rapidly. 
An individual operating alone may 
have sufficient confidence in him- 
self to carry his own professional 
liability, but, when it is necessary 
to operate through employees or 
agents, sometimes widely  scat- 
tered, it becomes more difficult to 
exercise control, thereby enlarging 
the risk. 

It is certain that interest in pro- 
fessional liability is increasing, and 
such increased interest tends to re- 
sult in an increased risk to the ac- 
countant. He has to decide whether 
to assume the risk himself or to 
transfer it to an insurance carrier 
by purchasing accountants liability 
insurance. 


Note—Certain changes in the accountants liability 
policy effective March 1, 1953, have been dis- 
cussed in this article on the asumption that 
timely approval of various insurance supervis- 
ing officials will be secured. 


Mr. Rice: “What is a diplomat?” 
Mr. Pryce: “A diplomat is a man who remem- 
bers his wife’s birthday but not her age.” 
North Dakota Wahosiyapi 








... ACCIDENT 
Virtue Unrewarded. A _ 65-year-old 
member of Alcoholics Anonymous 
broke his hip when he slipped while 
attending a meeting of the group in 
San Antonio, Tex.; was removed to 
the hospital complaining: “If I’d been 
drunk this never would have hap- 
pened.” .. . Do As I Tell You. At a 
demonstration accompanying his talk 
on “Safety with Firearms” before an 
R.O.T.C. class at the University of 
Michigan, the instructor accidentally 
shot himself in the arm. 


... AUTOMOBILE 
Sweet Reason. When Mt. Clemens, 
Mich., police caught up with a man 
who was driving on the sidewalk and 
asked why, he replied: “I’m too drunk 
to be on the street.” . . . Only Fair. A 
man in Bridgeport, Conn., who had 


set fire to eight cars, explained: “I 
couldn’t afford to own an automobile 

. and I didn’t want anyone else to 
have one.” 


... BURGLARY AND THEFT 
Stage Fright. At a grocery robbery in 
Baltimore, Md., the bandit became so 
nervous and his hand shook so that 
his gun fell apart, its single bullet 
dropped to the floor, and he sped 
through the door. . . . Broken Promise. 
In Syracuse, N. Y., police were con- 
fronted with a woman who complained 
her furniture had been stolen; upon 
investigation, they learned she had 
left it on the sidewalk when she had 
been evicted five weeks earlier, but 
the neighbors had promised to look 
after it. . . . Enough Is Enough. A 
Chicago, IIl., woman whose purse con- 
taining her life savings of $10,000 was 
snatched by a _ teen-ager, received 


$9,780 in the mail a week later; also 
this note: “I never expected to find 
that much money. If I had, I never 
would have taken it.” 


... FIRE 
Sharpshooter. Anxious to get a rat out 
from behind his car’s upholstery, a 
man in Sparreholm, Sweden, filled his 
car with acetylene gas, saw the ensu- 
ing explosion blow the top over a two- 
story house, shatter 300 windowpanes 
and injure six men. 


. .. UNCLASSIFIED 
Heart of Gold. A phone employee in 
Harewood, England found too much 
money in a telephone call box, finally 
located an old lady who always put 
loose change there because “the poor 
telephone girls don’t get much money, 
you know.” 
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Representatives receive the JOURNAL by courtesy of one or more of the following 
member companies, through whose cooperation its publication is made possible 
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Aetna Casualty and Surety Company Aetna Insurance Company 
Agricultural Insurance Company Albany Insurance Company 
American Alliance Insurance Company 
American Automobile Insurance Company 
American Bonding Company of Baltimore American Casualty Company 
American Credit Indemnity Company of New York 
American Employers’ Insurance Company 
American Fire and Casualty Company 
American Guarantee and Liability Insurance Company 
American Insurance Company American National Fire Insurance Company 
American Re-Insurance Company American Surety Company of New York 
Associated Indemnity Corporation Atlas Assurance Company, Limited 
Bankers Indemnity Insurance Company Boston Insurance Company 
Car and General Insurance Corporation, Limited 
Century Indemnity Company Columbia Casualty Company 
Commercial Insurance Company of Newark 
Connecticut Fire Insurance Company Connecticut Indemnity Company 


Detroit Fire and Marine Insurance Company 


Eagle Fire Company of New York Empire State Insurance Company 
Employers’ Fire Insurance Company 


Employers Insurance Company of Alabama, Inc. 
Employers’ Liability Assurance Corporation, Limited 
Equitable Fire and Marine Insurance Company 


Federal Insurance Company 
Fidelity and Casualty Company of New York 
Fidelity and Deposit Company of Maryland 
Fire Association of Philadelphia 
Fireman’s Fund Indemnity Company 
Firemen’s Insurance Company of Newark, New Jersey 
Franklin National Insurance Company of New York 


General Accident, Fire & Life Assurance Corporation, Limited 
General Reinsurance Corporation 
Girard Insurance Company of Philadelphia, Pa. 

Glens Falls Indemnity Company Glens Falls Insurance Company 
Globe Indemnity Company Great American Indemnity Company 
Great American Insurance Company 
Hartford Accident and Indemnity Company 
Hartford Steam Boiler Inspection & Insurance Company 
Hawkeye-Security Insurance Company 
Home Indemnity Company Home Insurance Company 
Home Insurance Company of Hawaii, Limited 
Indemnity Insurance Company of North America 
Insurors Indemnity and Insurance Company 
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London Guarantee and Accident Company, Limited 
London and Lancashire Indemnity Company 


Manufacturers Casualty Insurance Company Maryland Casualty Company 
Massachusetts Bonding and Insurance Company 
Massachusetts Fire and Marine Insurance Company 
Mechanics and Traders Insurance Company 
Merchants Indemnity Corporation of New York 
Metropolitan Casualty Insurance Company of New York 
Michigan Fire and Marine Insurance Company 
Milwaukee Insurance Company of Milwaukee, Wis. 


National Automobile and Casualty Insurance Company 
National-Ben Franklin Insurance Company of Pittsburgh, Pa. 
National Fire Insurance Company of Hartford 
National Surety Corporation National Union Fire Insurance Company 
National Union Indemnity Company 
New Amsterdam Casualty Company Newark Insurance Company 
New England Insurance Company 
North American Casualty and Surety Reinsurance Corporation 
North River Insurance Company 
Norwich Union Fire Insurance Society, Limited 


Ocean Accident and Guarantee Corporation, Limited 
Ohio Farmers Indemnity Company Old Colony Insurance Company 


Pacific Insurance Company, Limited Phoenix Indemnity Company 
Phoenix Insurance Company Providence Washington Indemnity Company 
Providence Washington Insurance Company 


Quaker City Fire and Marine Insurance Company 
Queen Insurance Company of America 


Reliance Insurance Company of Philadelphia 
Rochester American Insurance Company Royal Indemnity Company 


Saint Paul-Mercury Indemnity Company Seaboard Surety Company 
Security Insurance Company of New Haven 
Service Casualty Company of New York 
Springfield Fire and Marine Insurance Company 
Standard Accident Insurance Company 
Standard Insurance Company of New York 
Sun Indemnity Company of New York 


Transcontinental Insurance Company Travelers Indemnity Company 
Travelers Insurance Company Tri-State Insurance Company 
United National Indemnity Company United States Casualty Company 
United States Fidelity and Guaranty Company 
United States Fire Insurance Company United States Guarantee Company 
Westchester Fire Insurance Company 
World Fire and Marine Insurance Company 


Yorkshire Indemnity Company of New York 


Zurich General Accident & Liability Insurance Company, Limited 
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